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Need help? Call 800-823-4852 or submit a request online at

https://pinneyinsurance.com/disability-insurance-proposal-
request/

DI QUOTE REQUEST FORM

Email the completed form to brokeragesalessupport@pinneyinsurance.com.

Last Name:

First Name:

DOB:

Smoker?

Self-Employed? (how long?)
Gov't Employee? (Fed/St/Local?)
Occupation Title:

Years in occupation

Years with current employer
Daily Duties:

% of time working at home
Foreign Travel (where and how long?)
Annual Income:

Last Year's Income:

Previous Years' Income:
Unearned Income:

Monthly Benefit Desired:
Existing DI benefit (Replacing?):
State DI?

Benefit Period Desired:
Waiting Period Desired:

Riders Desired:

Partial Disability?

Rate Guarantee?

Own Occupation?

COLA?

Future Increases?

Multi-life Discount (3+ lives)?
Health and additional info:



mailto:brokeragesalessupport@pinneyinsurance.com
https://pinneyinsurance.com/disability-insurance-proposal-request/
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Assurity didn’t get into the disability income insurance market;
we helped build it. As a leader in the disability income insurance
space, our expertise will help you streamline your workflow and
close sales easier than ever before.

This guide will give you everything you need to target the right
prospects, make connections and sell more.

Where we fit best

& 25- to 55-year-old working Americans
& Household incomes of $35,000 to $150,000

& Middle-income occupations like nurses, realtors, teachers
and more

& May be single, but more likely have one or two dependents

& Post-fulltime education and pre-retirement



In this guide:

Words and phrases
to know

Opportunities in
today’s market

Questions to ask
your client

Features, facts, fact finder

and prospects

Tools to help you sell

Understanding
underwriting

Tips for closing the sale




Words and
Phrases to Khow

Whether you primarily sell health or life insurance, your clients
depend on their incomes to pay their bills, including premiums.

Disability income insurance is critical to keeping your clients’
financial lives in balance.

oooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo



Here are a few basic terms to get you started.

Elimination Period

The number of days one must be totally disabled before they become
eligible for benefits—a longer elimination period lowers the cost of
coverage, and vice versa

Benefit Period

The maximum timeframe benefits are payable for a given period of total
disability—a longer benefit period will result in a higher cost of coverage,
and vice versa

Occupation Class
A group of jobs with similar duties and risks that affect coverage and rates

Own Occupation Definition of Disability

Assurity defines a total disability for the first two years of the benefit
period as the inability to work at the insured’s regular occupation at the
time disability begins, even if the insured still might be able to work at
another occupation



Opportunities in @
today’s market

Although just about everyone who relies on their income should protect it, certain
target markets present even more opportunities for sales and referrals. Rather than
doctors, lawyers and executives, think about disability income insurance prospects

in the vast, underserved middle market. Look for people who work in jobs such as
nurses, real estate agents, pharmacists, and electricians, with little to no manual work.

Consider these facts:

71N 10 28980280

working Americans couldn’t make it a month without a paycheck
before having financial difficulties.’

34.6... 67"

is the average duration of of people in the workforce have
a disability.? no long-term disability insurance.?

The need is real. Individuals from all occupations are ready for disability insurance, and
the right policy could save them from financial hardship. There's never been a better
time to sell disability income insurance —this guide will show you how to tap previously
unreached markets.



Questions to —
ask vour client

Your client may not think of their income as something they need to protect. Here are
some questions you can ask to help them realize the need for income protection:

How much income would you need to support your family if you could no
longer work due to illness or accident?

How long could you go without a paycheck before it became difficult
to pay your bills?

How would you afford to pay your mortgage or rent if your
paycheck stopped?

Whats the most important asset you have?

You insure your car and your home — why not your paycheck?

Assurity’'s Podcast:
Tips from the Insurance Pros
Listen on the Assurity.com Agent Center, Spotify or Apple

Podcasts. Hear producers and other experts share their advice
for approaching clients.



Features, facts, fact finder
and prospects

Arming yourself with information during the sales process is key to your success.
Today, most consumers conduct online research before meeting with you. Proving your
product knowledge and personalizing each case to meet client needs shows your true
value and helps to further gain their trust.

Key Features:
Assurity Century+ Disability Income Insurance

Monthly benefit amounts: from $500 up to $20,000, depending on occupation class
Issue ages: 18 to 60 (age nearest birthday)

No medical exam requirement for clients age 18 to 50 for benefit amounts up to
S5,000, for qualifying applicants

No income verification requirement for W-2 employees who aren’t self-employed
for benefit amounts up to $4,000

Two-Year Own Occupation definition: Pays monthly benefits during the first two
years if your client can’t work in their regular occupation, even if they can work in
another occupation

Optional Riders Enhance Coverage

Return of Premium Benefit Rider allows a percentage of all premiums paid for the
policy to be returned to your client upon policy lapse, cancellation or the client’'s death

Residual Disability Benefit Rider pays a benefit after the elimination period has been
satisfied if your client becomes unable to perform one or more (but not all) of the duties
of their occupation and has a loss of income

Supplemental Disability Income Rider pays a monthly benefit less any social insurance
benefits received after the elimination period has been satisfied, giving your client the
highest total benefit for the lowest cost



Key Facts: The Growing Need for Income Protection

6 6 0/0 of all U.S. bankruptcies are tied to medical issues.

American Journal of Public Health Report, 2019

6 o 0/o of Americans don’t have savings to

cover an unexpected $1,000 expense.
Bankrate's Financial Security Index, 2019

9 O 0/0 of long-term disabilities result from illnesses

rather than accidents.

Council for Disability Awareness, 2014

33 O/o of Social Security Disability Insurance (SSDI)

claimants had their applications approved
from 2007 to 2016.

Council for Disability Awareness, The State of Disability Coverage in America, 2019

These facts can be useful information for you and your client. Posting them on social
media and offering a way to solve this problem can help you prospect.
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Fact Finder: Sales Scenario

lllustrate the true value of disability income insurance with your client.
Here's an example:

Stacy is 36, married and making about $76,000 annually as a realtor.

Stacy thought she was in great shape with her coverage. But with monthly bills of about
$3,000, she and her husband wouldn’t be able to stay afloat without her income.

Disability Income Insurance Fact Finder

1. What are your three biggest Mortgage or rent $1,950
expenses each month?
Car payment + $550
Student loans + S350
Subtotal = $2,850
2. What is your monthly salary? $6,333
3. Stacy’s agent recommends that she covers x 0.6
60 percent of her income.
Maximum monthly benefit $3,800
Monthly premium for maximum benefit $73.38
Mortgage protection only:
Total monthly benefit to cover mortgage $1,950
Total monthly premium to cover mortgage $32.45



Stacy has options when it comes to her coverage. Both offer her a hassle-free
experience with no extra paperwork to verify her income or required medical
exams, since her benefit amount is under $4,000.

Option 1: Comprehensive Option 2: Mortgage

For the first option, Stacy takes out an Another approach would be for Stacy to buy
individual disability insurance plan with a total a policy to cover her largest monthly bill - her
monthly benefit of $3,800, with a 5-year mortgage. The policy would provide her a
benefit period and a 90-day elimination total monthly benefit amount equal to her
period. To get more coverage for her dollar, mortgage of $1,950, with a 5-year benefit
she opts to include the Supplemental Disability period and a 90-day elimination period.**

Income Rider (SDIR).*

$73.38* . $32.45*

for her Century+ Individual Disability for her Century+ Individual Disability
Income Insurance policy with SDIR Income Insurance policy with SDIR

Assurity classifies realtors like Stacy as a 4A occupation class,

@)
% other carriers look at how long the realtor has been in
business and how much money they’re making.

* |llustration based on a 36-year-old female, non-tobacco, occupation class 4A, base monthly benefit of $2,600 and
SDIR monthly benefit of $1,200, 5-year benefit period and a 90-day elimination period.

** |[lustration based on a 36-year-old female, non-tobacco, occupation class 4A, base monthly benefit of $200 and SDIR
monthly benefit of $1,750, 5-year benefit period and a 90-day elimination period.



Prospects - other occupations to target

Registered Nurse a
Rebecca is 37 years old and earns $S60,000 as a Total Disability
registered nurse at a veterans hospital. She sees Monthly Benefit
every day how much a disability can impact a person

S2,855

for years or even the rest of their life. She wants to
be able to save for the future while paying off her
$250,000 mortgage.

90-day elimination period,
2-year benefit period

As a federal employee, Rebecca qualifies for a
maximum monthly benefit of $2,855. She selects
a policy with a 2-year benefit period and adds the $60_61
Residual Disability Benefit Rider, which offers a
portion of the monthly benefit amount if her capacity

Total Monthly Premium

to work and income are reduced following disability, 37-year-old female, non-tobacco,
to optimize her coverage. Her total monthly premium occupation class 3A with Residual
is $60.61. Disability Income Rider

12



Accountant

Ned is a 46-year-old accountant making $70,000
per year. He and his wife have built a good life for
themselves and their children, and both have their
sights set on retiring at age 65. As an expert at
crunching the numbers, Ned knows a serious illness
or injury would make that goal unreachable —and
maybe even hurt his and his wife’s ability to save for
their children’s college educations.

As an electrician, Jamie is part of occupation class
2A. He applies and is approved for a $2,000 monthly
disability income benefit, including a Supplemental
Disability Income Rider (SDIR) to get the highest
benefit amount for the least amount of money, for a
monthly premium of $61.90. His policy includes a

60-day elimination period and a 2-year benefit period.

il

Total Disability
Monthly Benefit

$3,630

90-day elimination period,
5-year benefit period

Total Monthly Premium

$78.03

46-year-old male, non-tobacco,
occupation class 4A with

$2,430 base monthly benefit and
$1,200 Supplemental Disability Income
Rider (SDIR) monthly benefit

13



Prospects - other occupations to target

General Contractor

Drew is a 52-year-old general contractor with a Total Disability
business net income of $100,000 per vear. As a Monthly Benefit
small business owner, he wants to protect the life S

2,800

he's built both at work and at home.
90-day elimination period,

. . . . 2-year benefit period
With Assurity, Drew qualifies for a Business Owner

Upgrade up to occupation class 3A. He's approved
for a total monthly benefit of $2,800 with monthly

premiums of $76.22 Total Monthly Premium

$76.22

52-year-old male, non-tobacco,
occupation class 3A

@ Offer your qualified small business owners access to special benefits: multi-
life discounts, one occupation class upgrade and increased coverage.4
H



Electrician

Jamie is a 43-year-old electrician living in Topeka,
Kansas with his wife and one child. He makes
$46,000 per year installing electrical systems in
commercial buildings, and saves what he can for his
child’s education.

As an electrician, Jamie is part of occupation class 2A.
He applies for and is approved for a $2,000 monthly
disability income benefit, including the Supplemental
Disability Income Rider (SDIR), for a monthly premium
of $61.90. His policy includes a 60-day elimination
period and a 2-year benefit period.

Total Disability
Monthly Benefit

$2,000

60-day elimination period,
2-year benefit period

Total Monthly Premium

$61.90

43-year-old male, non-tobacco,
occupation class 2A with

$900 base monthly benefit and
$1,100 Supplemental Disability Income
Rider (SDIR) monthly benefit

15
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Tools to help you sell O

Educate your client about the need for disability income insurance.
Get these tools and more at assuritydi.com.

Overview Summary flyer &
brochure needs calculator

Mortgage protection Small business owner
brochure & flyer brochure & fact finder



Use Our Quick Quoters

Show the need for income protection in the palm of your hand.
Our Disability Income Insurance Quoter can::

M Give a quick estimate or take a deep-dive into
your client’s specific circumstances

& Educate your client and expand their coverage with optional riders

& Save a quote and continue the conversation
by emailing yourself and the client

Our full Disability Income Insurance Quoter
allows you and your client to take an in-depth
look at their finances to customize their
protection.

Start using the quoter today:

myquote.assurity.com/di

17
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Understanding «

Underwriting

4

All you need to understand disability insurance underwriting are three topics:
occupation, income and medical history. We've made it easy for you to know
what's going on and for your clients to get the best possible coverage.

|_@E|

1. Occupation

Your client’s monthly benefit amount and premium are based on their
occupation class. We use their job duties, not just their title, to classify
their occupation into one of four categories:

Class 1A includes occupations that involve heavy manual labor or work
where there’s an increased risk of accident.
Examples: Construction laborer, custodian, exterminator, roofer, truck driver

Class 2A includes skilled and manual occupations in lighter industries, as
well as most machine operators.
Examples: Carpenter, chef, electrician, farmer, landscaper, mechanic

Class 3A includes professional or office-type occupations with certain
activities or hazards involving laboratory, technical, supervisory and
service work.

Examples: Day care worker, graphic artist, physical therapist, hospital/
surgical nurse

Class 4A includes professional or office-type occupations that are rarely
exposed to hazards.
Examples: Accountant, architect, clinical nurse, pharmacist, real estate agent

Can't decide between two occupation classes? Pick the lower
TID.' class and make the sale —if they fit in a higher class, you get to go
back and offer your client a lower rate than they originally saw.



©

2. Income/financial background

Disability income insurance covers a portion of lost income—typically 60
percent. That's why we may require financial documentation. If we need it,
we’ll ask for federal tax returns or other common forms of documentation.

Make it easy! Just complete one simple drop ticket form,
and our in-house team will take it from there. Simply enter
your client’s information and we'll schedule an interview to
complete the app over the phone.

Tip:

3. Medical history

Medical history is a key part of underwriting, but don’t worry if your
client has a preexisting condition or injury. Our underwriting experts
automatically offer impaired risk coverage or modifications to get them
the policy that fits them best.

You might be able to skip steps 2 and 3! There’'s no income
TID.' verification or automatic medical exam requirements for
benefit amounts up to $5,000 for clients aged 18 to 50.

19



Tips for
closing the sale

Overcoming Objections

Many insurance professionals find a Q&A approach helpful when overcoming common
objections to disability income insurance. You can help your client understand their
need and the true value of the coverage by listening and asking questions.

Objection: I don’t think [ll use it.

Ask the following questions to help your client realize the need is real.

1. You have medical insurance, do you ever plan to use it?

2. Did you know there’s an optional rider* you can buy that returns a portion
of your premiums paid?

3. How would you feel if you needed disability income insurance but didn’t
have it?

4. Did you know illnesses cause most disability, not injuries?

* Return of Premium Rider can be added for an additional premium. Not available in all states.
20



Objection: Its too expensive.

Ask the following questions to help your client realize the policy’s true worth.

1. If an injury set back your career, would you still be able to achieve your
long-term financial goals? Could you put your kids through college, save for
retirement or keep up with existing debts?

2. You pay for insurance to protect your pets, luggage and cellphone —why
not your income?

3. Why do you pay for medical insurance?

4. How expensive would it be to pay for your treatment and make up lost
wages out of pocket?

5. Did you know this plan has an optional Return of Premium Rider* you can
use to get some of your money back?

Objection: [ have disability income insurance through work.

Ask the following questions to show your client where their coverage falls short.

1. Do you know the ins and outs of your group policy—for instance, the
elimination and benefit periods?

2. Is your monthly benefit amount enough to cover your needs?

3. Are your benefits portable—that is, can you take the policy with you if you
leave your job?

4. Do you know if your coverage applies outside of the workplace?

* Return of Premium Rider can be added for an additional premium. Not available in all states.

21
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Tips for closing the sale

@}: Attach Value to Disability Income Benefits

Talking about disability income insurance in terms of your client’s
mortgage can illustrate its importance, but it's not the only way
to frame the sale. Attach value to disability income insurance by
discussing with your client how they can use it to keep current on
credit card, student loan or car payments.

Help them understand disability income insurance offers them
more than money:

« Options and choices

« Control when they feel they have none

| 'z Get started growing your sales today! Our team is ready to
- help and just a phone call away.



Tie It All Together

Tell a story

People connect to stories. So tell them about what may happen if they're unable to work.
You may personally know someone whose life was changed by a disability—share their
story. Tell them why you have a disability policy, and why it's important to you.

Share statistics

Stats rarely sell insurance, but they can support the importance of why your client needs
coverage. Figures on mortgage expenses, how long their savings can last and the costs of
coverage are all valuable in helping to frame the discussion with your client.

Emphasize the need

Losing their income could spiral into losing a whole lot more. Remind your client of the
importance of protecting what they already have in case of an injury or illness. Show them
how little protecting their mortgage could cost, and then show them the cost of having no
protection in place.

Make it personal

Ask your client what they'd do if they couldn’t provide for their family or support their
lifestyle anymore. Having a disability income insurance plan can give them peace of mind
now and in the future.

Be confident

When you're working with Assurity, you're working with a carrier that wrote its first
disability policy in 1890. With our world-class expertise and mutual strength behind you,
you can approach any sale with confidence.

23



Assurity.

Why we're different.

Mutual strength

For over 130 years, our financial strength has helped
people support one another through difficult times.

A force for good

As a Certified B Corporation, we work toward positive impacts
for employees, communities and the environment.

Personal service

Get the customer service you need from real, responsive and
efficient people in our Lincoln, Nebraska headquarters.

1. “What Do You Know About Disability Insurance” survey, Life Happens, 2018
2. Council for Disability Awareness, Chances of Disability, 2018
3. Social Security Administration Fact Sheet, June 2019

Customer Service

800-276-7619
Ext. 4264

Find out more
assurity.com

Certified

This company meets the

highest standards of social

and environmental impact
©

Corporation

4. Multi-Life discount applies to 3 or more issued policies from the same employer/employee group at the same time. Availability may vary by state.

5. Less any Social Insurance benefits received
6. For certain ages and occupations

Assurity reserves the right to order, at the company’s expense, evidence of insurability which the company feels is necessary for the prudent evaluation of the risk. This policy may contain

reductions of benefits, limitations and exclusions.

FOR PRODUCER USE ONLY. NOT FOR USE WITH THE GENERAL PUBLIC. NOT FOR USE IN NEW YORK.

Policy Form Nos. I H0920, I H1617, A-D106 and Rider Form Nos. R10921, R 10922, R 10923, R 11601, R 10925, R 11602, R 10927, R 10928, R 10929, and | RO721 underwritten by Assurity Life

Insurance Company, Lincoln, NE.

Assurity is a marketing name for the mutual holding company Assurity Group, Inc. and its subsidiaries. Those subsidiaries include but are not limited to: Assurity Life Insurance Company and
Assurity Life Insurance Company of New York. Insurance products and services are offered by Assurity Life Insurance Company in all states except New York. In New York, insurance products
and services are offered by Assurity Life Insurance Company of New York, Albany, NY. Product availability, features and rates may vary by state.

15-715-022001-19 (Rev. 11/21)

@4?9 Please recycle
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Sales ldeas

Disability Income Insurance

Sales Idea for Registered Nurse
Sales Idea for General Contractor
Sales Idea for Real Estate Agent
Sales Idea for Electrician

Sales Idea for Physical Therapist

Sales Idea Retire Better



Assurity.

Sales ldea - Disability Income
Insurance for Nurses

Market Watch

Registered nurses can be in need of individual disability coverage just
like their medical doctor co-workers. There are nearly 3 million registered
nurses in the United States.! This profession is expected to grow 15
percent over the next 10 years.! Registered nurses employed in the state
and federal government can make underwriting trickier, but Assurity has
the product and processes to help expedite the sale.

Client Scenario

Taylor is a 32-year-old registered nurse in Morgantown, WV. At the local VA
hospital, she sees the impact of disabilities on her patients every day. Taylor
is married and pregnant with her first child. Her annual salary is $78,000.

Concerns

As the primary breadwinner in her family, Taylor's income is vital for the
stability of the household. She and her husband live in a $180,000 home
with 20 years left on the mortgage. She has 10 years left on her S650
monthly student loan payment. They have accumulated about $12,000

in credit card debt. With a household income of $160,000, and a debt-to-
credit ratio bordering on 35%, financial flexibility is more limited as they
look to move into a new house for their growing family.

Solution

Protecting Taylor's paycheck will be a competing priority with other bills now
and in the future. Taylor applies for an individual disability insurance plan
with a monthly benefit of $2,700 for two years with a 90-day elimination
period to cover her basic needs. To customize her coverage, she opts for the
Supplemental DI rider? and Residual Disability Benefit rider.

Century+ Individual Disability Insurance policy with riders
S45.69/mo. Occupation Class 3A, Non-smoker

$2,700 max monthly benefit for a Federal Govt. Employee

1. Bureau of Labor Statistics, U.S. Department of Labor, Occupational Outlook Handbook, Registered Nurses, 2016. Based on the 10-year period 2016-2026.
2. SDIR known as Social Insurance Substitute Rider (SISR) in New York.

FOR PRODUCER USE ONLY. NOT FOR USE WITH THE GENERAL PUBLIC.
Policy Form No. 1 H0920 and Rider Form Nos. R 11602 and R 10929, underwritten by Assurity Life Insurance Company, Lincoln, NE. Policy Form No. I H1605 NY and Rider Form Nos. R 11611 NY and R
[1624 NY, underwritten by Assurity Life Insurance Company of New York, Albany, NY.

Assurity is a marketing name for the mutual holding company Assurity Group, Inc. and its subsidiaries. Those subsidiaries include but are not limited to: Assurity Life Insurance Company and Assurity
Life Insurance Company of New York. Insurance products and services are offered by Assurity Life Insurance Company in all states except New York. In New York, insurance products and services are
offered by Assurity Life Insurance Company of New York, Albany, NY. Product availability, features and rates may vary by state.

15-340-022501-18




Sales ldea - Disability Income
Insurance for Contractors

Assurity.

Market Watch

Small-business owners are an integral part of the nation's economy and
individual disability insurance sales, as they rank in the top occupations
seeking coverage.! Each situation is typically different, so fact-finding about
your potential client’s business is critical when trying to get a sale.
Reviewing both your client’s personal and business expenses is essential
to providing the right amount of coverage when they need it most.

Client Scenario

Robert is a 52-year-old general contractor. He has spent the past 10 years
growing his business and being a father (in no particular order). He is

a single dad with two kids, and work-life balance can be as challenging

as changing building codes and permit approvals. Robert’s net annual
income is $46,000 a year, and his business has a net income of $100,000.

Concerns

As the sole provider for his children, Robert’s risk is real if he gets injured
on the job. He has 15 years left on a $250,000 mortgage. His children are
about to enter college. He has taken on some credit card debt to fund
equipment and supplies needed between jobs.

Solution

Protecting Robert’s business is essential to the financial security of his
family. Robert applies for an individual disability insurance plan with a
monthly benefit of $2,800 for two years with a 90-day elimination
period to cover his salary needs. He also takes out a monthly benefit
of $15,000 in Business Overhead Expense disability income insurance
to cover the operational expenses of his business. If something were
to happen to Robert, this would allow him to hire someone to keep his
company running while he is getting back on his feet.

Century+ Individual Disability Income Insurance policy

$66-50/m0- Occupation Class 4A (Business Owner Upgrade),
+ Non-smoker

$1 65.88/mo. for Business Overhead Expense, 1-year benefit OR
$231.48/mo. for Business Overhead Expense, 2-year benefit

1. Milliman, 2017 Annual Survey of the U.S. Individual Disability Income Insurance Market, October 2017.

FOR PRODUCER USE ONLY. NOT FOR USE WITH THE GENERAL PUBLIC. NOT FOR USE IN NEW YORK.

Policy Form No. I H0920 and AD-106 underwritten by Assurity Life Insurance Company of Lincoln, NE.

Assurity is a marketing name for the mutual holding company Assurity Group, Inc. and its subsidiaries. Those subsidiaries include but are not limited to: Assurity Life Insurance Company and Assurity
Life Insurance Company of New York. Insurance products and services are offered by Assurity Life Insurance Company in all states except New York. In New York, insurance products and services are
offered by Assurity Life Insurance Company of New York, Albany, NY. Product availability, features and rates may vary by state.

15-338-022501-18




Sales Idea - Disability Income
Insurance for Real Estate Agents

Assurity.

Market Watch

There are over 440,000 real estate agents in the United States.” This
profession is expected to grow 6 percent over the next 10 years.' Real estate
agents with over 16 years of experience typically earn the most money.”

So when targeting this occupation, ask how long they have been on the job
to help you assess their purchasing power. The majority of real estate agents
are female homeowners with a college education.? 46 percent of these
professionals pay for their medical expenses out-of-pocket.?

Client Scenario

Jessica is a 36-year-old real estate agent. She started her career right out of
college and never dreamed she would still be at it. Jessica is recently married
and an independent agent in Bloomington, IL. She has built her client base
over the years, and her annual salary is $125,000.

Concerns

If an iliness struck, paying off debt and not working is a concern for Jessica.
She and her husband just bought a $300,000 home. She has five years left
on her $350 monthly student loan payment. She pays $550 a month for her
luxury car lease. As an independent agent, the cost of health care is high. Even
though her household income is $200,000, they're dependent on her salary
to make ends meet, while saving for the future.

Solution

Protecting Jessica’'s paycheck should be a priority for her in any sound
financial plan. She takes out an individual disability insurance plan with

a monthly benefit of $6,040 over five years after a 90-day elimination
period. To get more coverage for her dollar, she opts for the Supplemental
DI rider* and an Own Occupation rider.

Century+ Individual Disability Insurance policy with riders
$126.63/mo. Occupation Class 4A, Non-smoker

About the cost of a premium cup of coffee a day.

1. Bureau of Labor Statistics, U.S. Department of Labor, Occupational Outlook Handbook, Real Estate Brokers and Sales Agents, 2016. Based on the 10-year period 2016-2026.
2. National Association of REALTORS, 2017 Member Profile.

3. Real Estate Express, Health Insurance for Real Estate Agents, January 18, 2018.

4. SDIR known as Social Insurance Substitute Rider (SISR) in New York.

FOR PRODUCER USE ONLY. NOT FOR USE WITH THE GENERAL PUBLIC.
Policy Form No. I H0920 and Rider Form Nos. R 10921 and R 10929, underwritten by Assurity Life Insurance Company, Lincoln, NE. Policy Form No. I H1605 NY and Rider Form Nos. R 11606 NY and
R 11624 NY, underwritten by Assurity Life Insurance Company of New York, Albany, NY.

Assurity is a marketing name for the mutual holding company Assurity Group, Inc. and its subsidiaries. Those subsidiaries include but are not limited to: Assurity Life Insurance Company and Assurity
Life Insurance Company of New York. Insurance products and services are offered by Assurity Life Insurance Company in all states except New York. In New York, insurance products and services are

15-339-022501-18




Sales ldea - Disability Income
Insurance for Electricians

Assurity.

Market Watch

There are over 660,000 electricians in the United States.! This profession
is expected to grow 9 percent over the next 10 years.! At Assurity, we have
underwritten this occupation for years and have found it be a great way to
expand revenue channels for those who are genuinely in need.

Client Scenario

Brian is a 43-year-old electrician in Topeka, KS. He makes a living working
with architects on commercial jobs building electrical systems. Brian and
his wife have a household income of $105,000 and one child at home.
They have worked hard to make sure their retirement years are golden by
putting all they can into savings and their 401(k)s. Brian’'s annual salary is
$52,000.

Concerns

Owning a home, the most common way Americans build wealth,?

is something Brian and his wife have achieved. He truly believes in
protecting this asset. They have 20 years left on their $175,000 mortgage.
If Brian were unable to work due to an accident or illness for an extended
period, their savings would be depleted quickly.

Solution

Brian is not easily sold but protecting what he feels is his greatest asset,
his home, is key to the sale. We suggest a simplified approach and our
Simplified Disability Insurance plan fits the bill. Brian applies for a
Simplified Disability Income policy with a $1,000 monthly benefit over
two years with a 60-day elimination period to cover his mortgage. To
overcome the objection, “what if | never use it,” we add a Return of
Premium rider to round out the coverage.

Simplified Disability Income policy with riders
$102_15/m0. Occupation Class 2, Non-smoker

Just about the cost of the family monthly cable bill.

1. Bureau of Labor Statistics, U.S. Department of Labor, Occupational Outlook Handbook, Electricians, 2016. Based on the 10-year period 2016-2026.
2. NBC, Total US household debt soars to record above $13 trillion, February 13, 2018.

FOR PRODUCER USE ONLY. NOT FOR USE WITH THE GENERAL PUBLIC. NOT FOR USE IN NEW YORK.
Policy Form No. | DO710 and Rider Form No. R 10713 underwritten by Assurity Life Insurance Company of Lincoln, NE.

Assurity is a marketing name for the mutual holding company Assurity Group, Inc. and its subsidiaries. Those subsidiaries include but are not limited to: Assurity Life Insurance Company and Assurity
Life Insurance Company of New York. Insurance products and services are offered by Assurity Life Insurance Company in all states except New York. In New York, insurance products and services are
offered by Assurity Life Insurance Company of New York, Albany, NY. Product availability, features and rates may vary by state.
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Sales Idea - Disability Income

Assurity. Insurance for Physical Therapists

Market Watch

There are about 240,000 physical therapists in the United States.! This
profession is expected to grow 28 percent over the next 10 years, which
is must faster than the average for all occupations.! Physical therapists
frequently help patients with health problems, and see the need for
disability insurance coverage first-hand.

Client Scenario

Amber is a 31-year-old physical therapist from Carson City, NV. She is married
with a toddler at home. She received her Doctor of Physical Therapy (PDT)
degree five years ago and loves helping people in her job. Amber’'s annual
salary is $85,000.

Concerns

Amber and her husband earn $165,000 in household income. But like

69 percent of all Americans, they have less than $1,000 in their savings
account.2 She and her husband own a $265,000 home. In addition to $1,000
in daycare expenses, the family has other monthly expenses, including their
mortgage and $8,000 in credit card debt. Amber sees what conditions
cause disabilities at work every day and realizes it can happen to anyone, at
any age, at any time. If Amber were to lose her source of income due to an
accident or illness, the family would need help to pay all of their bills.

Solution

Amber wants to protect her paycheck and understands the value of getting
this coverage at her age. She has issued an individual disability insurance
policy providing her a monthly benefit of $4,430 over two years after a 90-
day elimination period. To get the most coverage for her dollar, she opts for
the Supplemental DI rider.?

S Century+ Individual Disability Insurance policy with riders
65.41/mo. .
Occupation Class 3A, Non-smoker

1. Bureau of Labor Statistics, U.S. Department of Labor, Occupational Outlook Handbook, Physical Therapists, 2016. Based on the 10-year period 2016-2026.
2. Council for Disability Awareness, Protect Your Lifestyle with Disability Insurance, 2017.
3. SDIR known as Social Insurance Substitute Rider (SISR) in New York

FOR PRODUCER USE ONLY. NOT FOR USE WITH THE GENERAL PUBLIC.
Policy Form No. | H0920 and Rider Form No. R 10929, underwritten by Assurity Life Insurance Company, Lincoln, NE. Policy Form No. | H1605 NY and Rider Form No. R 11624 NY. underwritten by
Assurity Life Insurance Company of New York, Albany, NY.

Assurity is a marketing name for the mutual holding company Assurity Group, Inc. and its subsidiaries. Those subsidiaries include but are not limited to: Assurity Life Insurance Company and Assurity
Life Insurance Company of New York. Insurance products and services are offered by Assurity Life Insurance Company in all states except New York. In New York, insurance products and services are
offered by Assurity Life Insurance Company of New York, Albany, NY. Product availability, features and rates may vary by state.
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Sales ldea

Assurity. Retirement Protection with
Disability Income Insurance

Client Scenario

Lori, 45, is a public relations specialist earning $65,000 a year. At home,
she and her husband, Dale, not only have three daughters to care for —
Lori's mother lives with them as well. The struggle of balancing her family
and career has caused her a lot of stress, both emotionally and financially.

Concerns

The work involved in getting her mother’s finances in order has reminded
Lori of the importance of being prepared. She and Dale want to keep their
goal of a comfortable retirement on track — and that depends on her ability
to earn an income. She realizes that an injury or illness not only will keep
her from working, but also from saving.

Solution

Lori decides to be proactive in protecting her retirement savings by
taking out an Assurity Century+ Individual Disability Income Insurance
policy. She also takes comfort in knowing their retirement goals can stay
on course while continuing to support her children and mother.

Century+ Individual Disability Income Insurance
$76.48 /mo.! 90-day elimination period, 2-year benefit period
$3,470 monthly benefit

1. lllustration based on a 45-year-old female, Non-Tobacco, Occupation Class 4A

FOR PRODUCER USE ONLY. NOT FOR USE WITH THE GENERAL PUBLIC. NOT FOR USE IN NEW YORK.
Policy Form No. I H0920 underwritten by Assurity Life Insurance Company, Lincoln, NE.

Assurity is a marketing name for the mutual holding company Assurity Group, Inc. and its subsidiaries. Those subsidiaries include but are not limited to: Assurity Life Insurance Company and Assurity
Life Insurance Company of New York. Insurance products and services are offered by Assurity Life Insurance Company in all states except New York. In New York, insurance products and services are
offered by Assurity Life Insurance Company of New York, Albany, NY. Product availability, features and rates may vary by state.
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Disability insurance riders explained

@ 5 minute read - GuardianLife.com (https://www.guardianlife.com/disability-insurance/riders)

Along with life insurance, long term disability insurance is one of the most important forms of financial protection you can have. According
to Guardian research, 3 in 10 households have experienced at least one disability leave in the past ten years —and 55% say it had a major or
devastating financial impact on their household.!

If you lose your ability to earn anincome, a long term disability policy can provide replacement income that lasts for years —even decades —
helping you and your family maintain your lifestyle. That's why it's also called disability income insurance.

Riders in a disability insurance policy are optional provisions that can give you extra protection and benefits. However, they come at an added
cost, that you may or may not want.

This article can help you decide what's right for you by covering:

¢ Why disability riders are important

e Alist of riders and definitions

* How to decide what you want

* Frequently asked questions about disability policy riders

Why disability riders are important

Long term disability policies are designed to provide income for a longer period of time. The longer the benefit period, typically the higher the
premiums. That's why insurance companies make certain provisions optional, allowing you to tailor your coverage to your needs. Why not
justinclude everything, to cover every possibility? Because, at a certain point, premium payments could become difficult to afford. Riders
may actually help you save money: You don't have to pay for coverage and features you may not want or need.

Different policies — even from the same insurance company — will not necessarily have the same riders. An item sold as a rider in one policy
might be included as part of the base coverage contract in another policy. And it's important to know that you have to decide which riders you
want when you purchase the policy —they can't typically be added on after the fact. That's one reason why it's so important to have a
thorough discussion of your needs with a financial professional or broker who specializes in disability coverage.

Disability insurance riders and definitions

This is a list of common riders you'll find in policies from most major insurers. Remember, some may actually be standard policy provisions;
but most of these will add to the cost of a policy. Each company has its own way of writing and defining their contract terms, so expect to find
at least minor variations in how riders work from one policy to the next —and before you buy a policy or add a rider, be sure to read and
understand its exact terms. Sometimes an insurer will also make significant —and advantageous — changes to a standard provision, and we'll
point out how Guardian has done so in a few examples below.

Basic Partial

Disability

Benefit This pays partial benefits if you suffer an injury or illness that limits your ability to work —but doesn’t cause total disability.
This specialized rider from Guardian can be particularly valuable for fee-for-service professionals and business owners. It

Enhanced provides benefits when, solely due to sickness or injury, you suffer a loss of income of 15% or more. (Most other carriers

Partial require 20%.) For the first 12 months, benefits are equal to the actual loss of income, up to 100% of your monthly benefit;

Disability Afterwards, benefits are paid in proportion to your income loss.

Benefit

After you fully recover and return to work full time, Guardian continues to pay benefits as long as you have a loss of income
of at least 15% of your prior income (and the loss is solely the result of the injury or illness that caused the disability). And
with Guardian'’s superior Waiver of Premium benefit, monthly policy payments are suspended while you're disabled and
receiving benefits — plus another six months after recovery and benefits end.


https://www.guardianlife.com/disability-insurance/long-term
https://www.guardianlife.com/disability-insurance/study/financial-wellness/role-of-disability-insurance
https://www.guardianlife.com/disability-insurance
https://www.guardianlife.com/disability-insurance-calculator

Student

IF:oa: ction? The Student Loan Protection rider provides extra money to help pay student loan payments. It is particularly useful for
rotection early-career professionals such as doctors and lawyers who have invested heavily in their education.
Lump Sum . . - . " " o ;
Disability Only available through Guardian, this rider provides a “bonus” benefit at age 60, equal to 35% of all the total and/or partial
benefit3 benefits paid until that age to make up for lost savings during a period of disability earlier in your career.

This lets you increase coverage in the future as your income rises, without having to undergo a medical exam or provide
Future proof of insurability. Guardian offers two versions:
Increase 6.1 Option: Lets you i ~if you choose - annually through age 55
Option . Increase Option: Lets you increase coverage —if you choose —annually through age 55.

1. Purchase Option: It allows you to increase coverage every three years until age 55. You have to apply for and
purchase at least 50% of the additional coverage offered at each opportunity to keep the rider in effect.

Retirement Protects retirement savings by replacing the contributions you would have made to your defined contribution plan while

Protection totally disabled. Some insurance carries also compensate you for matching contributions that would have come from your
Plus’® employer, such as Guardian’s Retirement Protection Plus rider.
Cost of
Living . . - . .
. This states the insurance company will increase your benefits to account for inflation.
Adjustment
(COLA)6

Catastrophic | Provides extra funds —up to 100% income replacement — if you are functionally impaired or irrevocably disabled. Guardian’s
Disability Enhanced CAT also adds a compound 3% cost-of-living adjustment.

Benefits

(CAT)

How to decide what you need

A disability policy can be a powerful source of financial protection, but you may not need every rider, and some can be duplicative. It pays to
speak with a financial professional or broker who can help you understand all the terms and options, and tailor a policy to your needs.

Discuss different coverage scenarios: What happens if you have an iliness that takes you out of the workforce for a few years? What if you
have a physical impairment that limits your productivity even if you can still do some work? Also, make sure to ask your financial professional
to look for a policy that is non-cancelable with guaranteed renewable, so that your terms and premiums stay fixed (as long as premiums are
paid on time).

If you don't know a professional is familiar with the specifics of buying a long-term disability policy, a Guardian financial professional can help
you. And be prepared to tell your financial professional as much as you can about your financial situation and concerns so that he or she can
start looking into the plans and options that best meet your needs.

Frequently asked questions about disability policy riders

What is a disability insurance rider?
Arider is an optional provision in an insurance contract that provides added benefits or flexibility. Most come with an added cost, but others
the cost is built into the price of the policy.

Don’t | have disability coverage through Social Security?

Social Security Disability Insurance (or SSDI) is a part of your Social Security benefits. However, it is usually much harder to qualify for than a
plan purchased individually or through work. Most SSDI applicants are rejected —and the disability income benefits are typically lower than
with a private policy. That's why most experts say you shouldn't rely on SSDI alone for income protection.

Does life insurance cover disability?
Life insurance does not normally cover disability, but some life insurance policies have a disability rider that can replace a portion of your
income if you lose your ability to earn a living due to illness or injury.


https://www.guardianlife.com/disability-insurance/definitions-and-terms-you-should-know

Disclaimer

% Guardian Income Protection: The Role of Disability Insurance in Financial Wellness Publication

2 The Rider provides coverage for period of 10 or 15 years from the Policy Date. When a qualifying total disability occurs, benefits are only payable
during the remaining portion of the 10- or 15-year term that has not elapsed when the disability begins.

3-This publication is provided for informational purposes only and should not be considered tax or legal advice. Please contact your tax or legal
advisor regarding the tax treatment of the policy and policy benefits and your particular set of facts and circumstances.

4 Conditions and limitations apply. Medical information is not required when applying to exercise an increase option. Taken into consideration are
financial information as well as all disability insurance in force, for which you've applied or are eligible to receive.

5-Retirement Protection Plus is not a pension plan, qualified retirement plan or qualified individual retirement account or a substitute for one.
6 This benefit is not necessarily protection against increases in the cost of living.

Individual disability income products underwritten and issued by Berkshire Life Insurance Company of America (BLICOA), Pittsfield, MA. BLICOAis a
wholly owned stock subsidiary of The Guardian Life Insurance Company of America (Guardian), New York, NY. Product provisions and availability may
vary by state. Optional riders are available for an additional premium. Some policy benefits and features are not available to all occupations.

2020-102988



Disability insurance for the self-employed: What
you need to know

@ 5 minute read - GuardianLife.com (https://www.guardianlife.com/disability-insurance/self-employed-what-you-need-know)

When you make your living as a freelancer, have a professional practice, or own your own business, everything depends on you—and it can be
hard to take off even one day from work. But what if a serious iliness or injury prevented you from working and you had no income for
months? How would your business or practice survive? What would you live on?

Disability insurance —also called disability income insurance —is coverage you may need to help protect yourself in the event of a serious
iliness or injury. Disability isn't just a theoretical possibility: One in four working adults will become disabled during their working years.!

As a sole proprietor, this coverage is doubly important: it helps protect the income of your most essential employee —i.e., you —and keeps
your business going.

This article will help you understand how to get the protection you need by explaining:

¢ How disability insurance works for you and your business
¢ How much protection you need

¢ Frequently asked questions

How disability insurance works for the self-employed

Generally speaking, there are two types of disability insurance for people who work. Short term disability insurance (STD) provides
temporary income protection for employees, typically for up to six months of disability. Long term-disability insurance (LTD) provides
protection that lasts for years —and even through retirement — depending on the terms of the specific policy.

However, disability insurance for people who own their own business works a little differently —and the process of getting coverage can be
more involved:

* Many insurance companies require proof that you've been self-employed for two years and will likely ask to see tax returns.

e STD, which is typically bought as group coverage by an employer for its workers, is difficult and expensive to obtain as an individual.

¢ |t may not be enough to get protection for the income you draw; you should also get coverage for business expenses —like rent,
utilities, employee salaries.

As a business owner, there are several types of coverage you should consider:
1. Individual disability income insurance — an insurance policy that protects your personal income if you're unable to work due to injury or
illness. Your policy is an individual contract with an insurance company that defines the following:

* Premium: The amount you pay for coverage.

¢ Benefit: The amount you get each month if you are unable to work. It should be between 60% to 80% of your monthly salary and
typically isn't taxed —unless paid for with pre-tax dollars.

¢ Benefit period: The length of time you receive a benefit, which can range from two years to retirement, or until you recover.

* Waiting period: Also called an elimination period, it's the amount of time after you are disabled until you can start receiving benefits.

* Definition of disability: Your policy’s specific definition of what it means to be disabled in order to qualify for benefits. An own-
occupation definition means you qualify if you can’t work in your specialty or field; any-occupation means you only qualify if you can't
do any work at all.

It also makes sense to get a residual or partial benefit rider: With this option, if you are able to do some work, you can receive a portion
of your monthly benefit as you recover and work to rebuild your business.

2. Business overhead expense disability insurance — If you become disabled, your business' income will drop —even as business expenses go
on, including rent, utilities, taxes, and employee salaries. Major carriers such as Guardian offer overhead expense coverage that can
reimburse up to 100% of covered expenses to ease your cash flow worries.

Guardian also offers more specialized protection that provides business loan coverage. This feature protects your ability to pay business
loans and other contractual financial obligations, such as business purchase or start-up loans, equipment purchases or lease agreements,
and business expansion loans. This coverage can fund up to 100% of regular payments and allows you to tailor the length of the policy to the
duration of your loan or loans, so you only pay for the coverage required.


https://www.guardianlife.com/disability-insurance/study/financial-wellness/role-of-disability-insurance
https://www.guardianlife.com/disability-insurance/short-term
https://www.guardianlife.com/disability-insurance/long-term
https://www.guardianlife.com/disability-insurance/small-business

How much disability insurance coverage do you need?

To answer that question, start by estimating your current monthly living expenses, including:

¢ Housing

e Utilities

* Food

¢ Childcare

* Loanpayments

¢ College savings or tuition

* Retirement savings

* Auto expenses

¢ Any other regular expenses

Next, assess your monthly business expenses:

* Rentor mortgage

e Utilities

* Insurance

¢ Salaries, benefits, and other compensation
* Taxes

* Loanpayments

* Miscellaneous

While you can usually only get coverage to replace up to 80% of your personal income, it's possible to get coverage for up to 100% of your
fixed monthly business expenses. If you have substantial savings or other liquid assets, you can take those into account and adjust your
needs accordingly. You may also decide later in the process that certain expenses may not be necessary; however, you need to have a solid
estimate of your personal and business expenses as you start shopping for a policy.

What you can expect to pay for coverage —and how to get it?

Your lifestyle and needs are uniquely your own —and your business is a unique entity with its own customer base, processes, assets,
and liabilities. Your policy needs to be tailored with a specific benefit amount and length that reflects those requirements, along with
other provisions that address additional concerns, for example, by getting a Cost-of-Living Adjustment rider to account for inflation*.



A policy with a smaller benefit amount, longer waiting period, and shorter benefit period will cost less than a policy with a larger benefit,
shorter waiting period, and benefit payments stretching into retirement. Factors such as age, gender, lifestyle, and occupation will also affect
your premium costs. One rule of thumb: expect to pay between 1% to 3% of your annual income for a policy that offers the coverage you
need.

The most comprehensive type of disability insurance policy is non-cancellable and guaranteed renewable. That means that as long as you
pay your premiums, the insurance company cannot raise your rates, change your monthly benefits or revise policy provisions (such as a
Cost-of-Living Adjustment rider) — unless you ask to revise your policy.

Some policies are only guaranteed renewable, with such a policy, the insurer can raise premiums, lower benefits, or change policy provisions —
but only if they get approval to do so for the entire rate class from your state's insurance department.

There is also a conditionally renewable disability policy. With these plans, the insurer can change rates, benefits, and provisions at will, so the
policy you get today could cost far more —and cover far less — a few years down the road.

Talk to a professional to explore the right solutions

Disability coverage is one of the most important tools you can have to protect your business and livelihood —but that protection is only as
good as the policy contract you sign. Start by talking with your financial professional or a trusted insurance broker. They should be able to
suggest possibilities beyond the basic items covered in this article. For example, if you have a few employees, you may be able to have your
personal protection needs met with lower-cost group rate disability insurance for both short-term and long-term needs.

If you don't have a financial professional or broker, a Guardian financial representative can help craft the right solutions and provide a disability,
insurance quote. You should be prepared to share as much as you can about your personal and business financial situation and goals so that
he or she can tailor your policy and other financial plans to meet your overall protection needs better.

Frequently asked questions about disability insurance for self-employed individuals

Can | get Social Security Disability if | am self-employed?

Social Security Disability Insurance (or SSDI) is a part of your Social Security benefits, which are paid for by your self-employment taxes.
However, it's usually much harder to qualify for than an insurance policy purchased individually or through a group. Most SSDIl applicants are
rejected —and the benefits are typically lower than with a private disability policy.? Also, SSDI provides no financial protection for your
business overhead expenses —rent, utilities, etc. For most self-employed businesspeople, SSDI is not an adequate source of protection.

Can | buy disability insurance on my own?
Yes. Long term disability insurance policies can be purchased by individuals. A Guardian financial representative can help craft the right
solution for you and your business and provide a disability insurance quote.

Are long-term disability insurance benefits taxable?
Since LTD premiums are usually paid for with post-tax income by the individual policyholder, the monthly benefit received is typically free of
taxes. You should consult with your financial representative about the specifics for your business.

Disclaimer

T https:/disabilitycanhappen.org/disability-statistic/
2 Guardian Live the Life You Love, Always, Pub4929BL-PC 01-19

* This benefit is not necessarily protection against increases in the cost of living. Optional riders are available for an additional premium.

2020-100944
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Income protection:

Start the conversation

Here are five conversation starters to help you talk about
disability income insurance with your clients.

Every day | talk to clients about what matters to them the most - family,
education, health and adventure. Money isn't first on the list. Yet we both
understand a steady paycheck supports those things that matter. That's what |
want to talk you about protecting. Disability insurance helps protect your income
- and the life you've built - if an illness or injury keeps you from working.

Your income helps pay for your family’s basic needs and the fun little extras.
What would happen if your paycheck stopped? It's a lot to think about.

What if your paycheck stopped because an illness or injury kept you from
working? That's even more to think through. Disability insurance can help
protect your income and keep your life, and your finances, on track.

You protect your car, your home and other things you value with insurance.
They're important to you, so you want to be able to replace them if something
happens. Think about your income the same way. If an injury or illness

keeps you from working — and earning a paycheck - disability insurance

can help replace the income you and your family depend on.

Money helps support the people we care about. It can help pay for your child’s
education, pay for a family vacation, and one day, help you enjoy retirement. If
your paycheck stops, your lifestyle and your goals may get put on hold. Disability
insurance can help protect the life you've built and your dreams for the future.

If you couldn’t work because of an illness or injury, what would happen? For many
families, if paychecks stop so does the ability to pay bills. When you should be recovering,
you might be thinking about how you’ll make ends meet. I'd like to talk to you about

a source of income you can count on- it's called disability income protection.




Be ready to overcome five common

objections about income protection

“We'll use Relying on savings is a good approach for the short term. However,
our savings.” in some cases, depending on how long a disability lasts, savings
could be wiped out in a few weeks or a few months. On top
of your regular monthly expenses, there could also be medical
bills. Disability insurance offers an affordable way to provide a
source of income you can count on until you can work again.

“l have disability Coverage through work is a great start. Typically group coverage pays 60%

through work.” of your income, but don't forget that money may be taxable. Your group
policy and an individual disability policy together may provide you a more
adequate monthly income amount to help you cover your bills. Let's get
details on your work coverage - when it would start, how much it would
pay and for how long - and make sure you have the coverage you need.

“I'll apply for Social This may be an option, but getting approved is not a certainty. In 2017,

Security disability.” only about 1in 3 people who applied received disability benefits from
the government.” And they get less than $1,200 a month.? If you were
able to qualify, would that be enough to take care of your family?

“l don’t think We hope you don't need it. But the facts are 1in 4 of today’s 20-year-
I'll use it.” olds will become disabled before they reach age 67.2 Another fact
- injuries account for only 9% of disabilities; most are illnesses.* If
you rely on your paycheck, let's protect it with disability insurance.

“It's too expensive.” Typically disability insurance costs between 1 and 3 percent of your salary,
like the policy we talked about today. Where will the money come from if
you're sick or injured and unable to work? Not having disability coverage
could cost you even more. For dollars a day, you'll have the protection you
need to keep your family and your lifestyle going if something happened.

1. U.S. Social Security Administration, Selected Data from Social Security's Disability Program, 2017.
2. US. Social Security Administration, The Facts About Social Security's Disability Program, 2018.
3.US. Social Security Administration, Fact Sheet, 2018.

4. Council for Disability Awareness, Disability Statistics, 2018.

FOR PRODUCER USE ONLY. NOT FOR USE WITH THE GENERAL PUBLIC.

Assurity is a marketing name for the mutual holding company Assurity Group, Inc. and its subsidiaries. Those subsidiaries include but are not limited to: -
Assurity Life Insurance Company and Assurity Life Insurance Company of New York. Insurance products and services are offered by Assurity Life Insurance Assu rl ty@)
Company in all states except New York. In New York, insurance products and services are offered by Assurity Life Insurance Company of New York, Albany,
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Introduction

Along with health and home, the ability to earn aliving is
one of the mostimportant things in life. Income is essential
to ahousehold's financial security and closely linked

to overall well-being. But when it comes to protecting
income, many working Americans may overlook the need
to make it a priority. In fact, only about 3 in 10 workers

say itis important to protect theirincome —far below
protecting health, home or even a car.?

Most important
things:

Most important
things to protect:

Health

Income

ol K

67% 78%

Car

i

U U

In 2018, fewer than 6 in 10 American workers owned
disability insurance, which provides income protection
for individuals in the event they become sick or injured
and are unable to work for an extended period. But what
about the other 40%? Why is protecting theirincome
not a higher priority for them?

The “Not-Me"” Mindset

First, many consumers underestimate their own chances
of being out of work as the result of a serious injury or
illness. More than 40% believe their odds of experiencing
a "disability” leave lasting at least three months are just
1in 1002

The mindset that "it can't happen to me" creates a false
sense of security and lessens the perceived need for
insurance protection. Unfortunately, the chances of
needing disability insurance are much greater than most
consumers realize.

One in § working Americans have
experienced at least one disability leave of
absence during the past 10 years due to a
condition, injury or illness.

Disability Insurance — A Misnomer?

Workers not only underestimate their chances of being out
of work due toillness or injury, but they also lack knowledge
of disability insurance. Understandably, people are often
confused by the name, which suggests “insurance for

the permanently disabled.” They mistakenly assume that
disability insurance isn't for them, and are unaware that it
helps provide income protection.

Only 1in 25 consumers exhibit a high level of
disability insurance knowledge.+

Misperceptions about disability insurance and the
chances of needing it contribute to millions of Americans
being financially unpreparedin the event of anincome-
disruptinginjury, iliness or other condition.

This report examines several myths about disability
insurance, trends in ownership of the product, and its
rolein protecting a household’s income and overall
financial wellness.
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Working adults underestimate the likelihood of
experiencing an income-disrupting injury or iliness

Four Myths of Disability Insurance

Myth  “lt Won't Happen to Me"”

People tend to believe that serious injuries or

1 illnesses are most common among workers
who are older and/or male, and those who
work in more hazardous professions, like
construction or mining. The notion that
“disabilities” are more likely to occur among
certain groups of people who are “not like me"
reinforces the myth.

Among working women between
ages 18 and 34 who have no disability
insurance, 1in 3 say they don’t own
itbecause they are healthy and don’t
need itJ

The truthis that people of all ages,
demographics and professions have roughly
the same potential to experience anincome-
disruptinginjury orillness. In fact, more than
25% of today's 20-year-olds can expect to be
out of work for at least a year during their career
because of a disabling condition®

Workers who experienced a job leave of at least 30 days
in the past 10 years due to a condition, injury orillness:

O o
11% qlP 13% ﬁ13%

Female Millennial Tech Worker

o) S
11% 10% 14%

Male Baby Boomer Construction

Myth

2

Disabilities Happen at Work

Many working adults believe that disabling
accidents are generally job-related and,
therefore, covered by workers' compensation

or Social Security Disability Insurance (SSDI).
However, only 5% of all disabling accidents or
illnesses occur at, or are related to, work.” Thus,
the vast majority of disabilities are not covered by
workers' compensation or SSDI.

In 2016, only 1% of
American workers
missed work because of

an occupational illness
orinjury.®
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Misperceptions about “disability” and
disability insurance are further barriers to
obtaining coverage

Four Myths of Disability Insurance

Myth

3

Disabilities Are Catastrophic

People make incorrect assumptions about
what qualifies as a "disability.” They wrongly
believe the termis more restrictive and applies
to catastrophic conditions, such as paralysis
from a car accident or a debilitating stroke.
Many do not realize that disabilities typically
are theresult of less severe injuries and more
common conditions such as pregnancy, back
pain, depression and digestive disorders.

An analysis of Guardian disability claims shows
"mental health’, which includes substance
abuse, as one of the fastest-growing diagnosis
categoriesin the past five years, along with
digestive and circulatory.

Leading causes of disability claims*:

Short-Term Disability

Maternity 26%
Musculoskeletal (nonback)
Injury (nonback)

Digestive Disorders

Back (noninjury)
Circulatory

Mental Health

Cancer

Long-Term Disability
19%
14%

Cancer

Circulatory
Musculoskeletal (nonback)
Back

Injury (nonback)

Mental Health

*Guardian internal claims analysis; Data; April 2018 — March 2019

Myth

4

“Disability Insurance” Is for the Disabled

The term disability insurance is, arguably, a
misnomer and confusing to many working adults.
The name conjures up images of permanent,
life-altering disabilities rather than less serious
injuries and treatable illnesses. Based on the
name alone, itis unclear that disability insurance
provides replacement income for several
months or years. Confusion caused by the name
contributes to lower consumer interest and
ownership relative to other forms of insurance.

Four in 10 consumers do not
associate maternity leave
with disability insurance.



Nine in 10 adults agree it is
important to be “financially
prepared if a household’s
primary wage earner can no
longer work due to a serious
illness or injury” but...

only 6 in 10 own disability
insurance.
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Most Americans obtain their disability
insurance through work; fewer have coverage

vs. five years ago

In 2018, 58% of working adults had disability insurance,
down slightly from 2013. The decline in disability
insurance ownership in the past five years leaves more
households financially vulnerable. Overall, the percentage
of workers who own disability insurance is considerably
lower compared to other forms of insurance, such as
medical (96%), auto (92%), dental (83%) and life (73%).

Disability insurance ownership:

2013 2018

-4%

62% 58%

Most adults who own disability insurance obtained

the coverage through their place of work as part of an
employer-sponsored plan. On average, 37% of employers
pay the full cost of their disability benefit plans, 39% share
the cost with workers, and 24% offer employee-pay-all or
voluntary disability coverage.

Where consumers obtain disability insurance:
[N
[}
L]
[}
J:L

93%

Employer

fit]
7%

Outside of Work

Enrollmentin voluntary disability plans has been trending
upward in the past three years: 21% of employers report
anincrease in participation, 56% experienced no change
and 12% had a decline, for a net increase of 10% in
employers reporting enroliment gains. Small firms (with
fewer than 50 employees) are more likely than larger ones
toreport anet enroliment gain in voluntary disability
plans (+17% vs. -1%).

Lower-income workers in their 20s are less
likely to own disability insurance.

The likelihood of workers owning any disability insurance
increases with age. More than 6 in 10 baby boomers have
coverage compared to less than half of young millennials
in their 20s. The increase in companies offering voluntary,
employee-pay-all disability benefits contributes to lower
levels of coverage among millennials, who are less familiar
with disability insurance and underestimate their chances
of needingit. On Guardian's 2016 Benefits IQ Quiz,
millennials had the lowest overall scores, and specifically
on questions pertaining to disability insurance.

About 50% of working millennials own disability
insurance:

Baby Boomers (54+) 63%
Generation X (38-53) 59%
Older Millennials (30-37) 54%
Young Millennials (22-29) 47%

Workers with lower household incomes, many of whom
are millennials, also are less likely to own disability
insurance. Those with less than $75,000 in household
income are less likely to own individual or employee-
pay-all coverage, contributing to lower overall
ownership levels.

Higher-income households are more likely to own
disability insurance:

$150K or more 72%

$100K-$149K 62%
$75K-$99K
$50K-$74K

$25K-$49K
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Half of all U.S. employers offer disability
benefits; small-business workers are less likely

to have coverage

The prevalence of employer-sponsored disability
insurance among those who have coverage underscores
the critical role that workplace benefits play in the
financial security of U.S. households. Yet, access to
disability benefits varies from employer to employer,
with larger organizations much more likely to offer it
compared to smaller firms.

Employers offering disability benefits:

STD LTD
All Employers 54% 45%
Il ] : : L .

' arge companies

1 82% 76%
Iﬁ: (1,000+ employees)
Small companies 49% 41%
] (<50 employees)

Given that 53% of the U.S. workforce is employed by
small businesses, many adults simply do not have access
to disability insurance at work. Most adults without
employer-sponsored disability coverage do not seek it
out and purchase it on their own; that is true of small-
business workers, as well.

Only 1in 3 small-business workers
have disability insurance coverage.

Small businesses that offer a high-deductible health plan
are more likely to also offer a disability plan compared to
firms that offer no medical benefits (67% vs. 20%). Those
that do not offer medical benefits but do offer a disability
plan are more likely than other small firms to offer an
employee-pay-all LTD plan (40% vs. 23%).

Employers using a benefits broker or
consultant are more likely to offer a disability
plan (60% vs. 45% without a broker).

Larger companies are also more likely to pay 100% of
the disability insurance premium, making the benefit
more accessible to their employees. This is especially
important since 1in 3 workers cite the cost of coverage
as a barrier to acquiring disability insurance.?

Who pays for disability insurance?
Percent of employers paying all/most of the cost:

1000
" Large companies o
: ‘" (1,000+ employees) 82%
010
" Small companies o
' (<50 employees) 49%

A majority of disability benefits plans cover at least
60% of an employee's salary. The larger the employer,
the more likely the planreplaces at least two-thirds

of salary. Notably, most plans exclude nonsalary
compensation, such as bonuses, and the benefits are
generally taxable to the worker. When these details are
not well communicated, plan member satisfaction with
the benefit declines sharply.

How much incomeis replaced?
Percent of employers offering each coverage level:

50% of salary
60% of salary 39%
66% of salary

70% of salary




Guardian Workplace Benefits Study — 6th Annual

Three in 10 U.S. households have experience
with a disability leave in the past 10 years

Onaverage, 30% of households have had at least oneinjury,
illness or condition that caused a main wage earner to miss
work for 30 days or more sometime in the past 10 years. A
majority of those households had just one wage earner out
of work for an extended period. More than a quarter of those
disability leaves were for maternity, with the rest being
injuries, ilinesses or other serious conditions.

Households with at least one disability leave in past
10 years:

Total 30%
On e
% m::‘izleersHousehold 4%
@ Maternity Leave (oftﬁiofotal)

Among those who experienced at least one disability
leave within the past 10 years, a majority say the most
recent leave occurred in the past five years; the average is
3.5 years ago.

Years since most recent disability leave
Among households with at least one leave in past 10 years:
Lessthan 1yearago
1-2 yearsago
34%

3-5yearsago

6 or more years ago

One in 5 households were “not at all prepared”
financially for a disability leave.

Just 40% of workers that experienced a disability leave in
the past 10 years feel they were well prepared financially
prior to the leave of absence. Naturally, disability leaves
that were unexpected and related to a serious injury

or accident are the most disruptive; workers were

less financially prepared for those leaves compared to
maternity leaves, for example.

Financial preparedness for most recent disability leave:

Well Prepared 40%
Somewhat Prepared
Not Well Prepared

Not at All Prepared

Only about half of households continued to receive a
paycheck following their most recent disability leave —
typically from an employer-sponsored disability plan.

Not surprisingly, workers with no disability insurance

at the time of the leave, and those with lower annual
household income (less than $50,000), are the most likely
to say their household was "not at all financially prepared”
for them to miss work for an extended period (42% and
27%, respectively).



“The perfect storm of medical
bills, loss of income, illness
and injury — all consequences
of a disability — are the
leading cause of
personal bankruptcy
in the United States.”
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A majority of working adults have emergency
savings to cover expenses for less than

three months

More than half of working Americans indicate that they
are living paycheck to paycheck, i.e., spending what they
earn— or more—each pay period. And 40% are just one
paycheck away from poverty!° This means many adults
are unprepared to go without a paycheck for even a single
pay period, let alone three or more months while out of
work due to injury orillness.

Living paycheck to paycheck also means that workers
are saving little money for emergencies, such as an
unexpected, unpaid leave of absence or disability. On
average, full-time working adults have about $5,000

in emergency savings, which disappears quickly given
that the U.S. median monthly cost for housing, food

and transportation is roughly $3,000* Those who
experienced a disability leave report emergency savings
of just $2,500.

Average Emergency Savings

Average
Monthly
Expenses

AllWorkers Workers on

Disability Leave

U.S. Average

Among adults who have experienced a disability leave

of absence, nearly 60% were out of work for three
months or more, whichis along time to go with a reduced
paycheck or no paycheck at all.

Length of time out of work
Among adults who experienced a disability leave:

Fewer than 3 months 42%
3to5months
6to 8 months

9 months or more

Nearly half of all workers surveyed who experienced a
disability leave in the past 10 years did not have disability
insurance and received no paycheck while they were out
of work. Unfortunately, even when income stops or is
reduced, workers still have to pay their bills, feed their
families, etc.

So, how do households manage without a paycheck?
Roughly half of those who have experienced a disability
withdrew money from savings, investment and
retirement accounts to help pay bills and make ends
meet. Others borrowed from friends and family.

Ways workers pay bills when on a disability leave
without disability insurance:

Withdrew money from
savings, investment or
retirement accounts

49%

Borrowed money from
friends and family

24%

18 ©
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The financial impact of a disability leave can

be devastating

A disability leave can be a particularly stressful time,
depending on the nature of the condition, iliness or
injury. Worrying about the loss of income while trying to
focus on recovery certainly adds further stress to what
may be an already difficult situation.

Roughly 50% of individuals who have experienced a
disability had trouble paying bills and meeting the financial
demands of running their household. Consequently, a
majority of working adults who experienced a disability
feel the experience had a major or devastating impact on
their household's financial situation.

Financial impact of most recent disability leave:

Devastating Financial Impact 18%

Major Financial Impact 37%

Minor Financial Impact 35%

No Financial Impact 8%

Fifty-five percent of workers report that their
most recent disability leave had a negative
impact on their household’s finances.

As expected, workers who struggled financially during
and after a disability leave report lower financial wellness
scores and are more likely to feel the experience had a
major or devastating effect on their household.

For example, 70% of employees with lower emergency
savings (<$1,000) feel that their disability had a major

or devastating impact on their finances, compared to
only 19% of those with emergency savings of $10,000

or more. Not having disability insurance at the time of

the incident also heightens the sting of lost income, with
62% reporting a major or devastating impact to their
finances compared to just 38% of those who had disability
insurance at the time of their leave.

Most recent disability leave had a major or devastating
financial impact:

$10,000+in <$1,000in

Emergency Savings Emergency Savings
19% 70%

:—|ad Disability No Disability Insurance
nsurance

38% 62%

Of course, the longer someone is out of work, the greater
the financial impact. Among workers who were out of
work for at least six years, 72% say the experience had a
major or devastating effect compared to 43% of those on
leave for less than three months.

Longer leaves = Greater financial strain
Percent “Major” or "Devastating” Financial Impact:

1 43% |

N

Leave of Less Than
3 Months

72%

N

Leave of at Least
6 Years

10



A 25-year-old worker who
makes $50,000 a year and
suffers a permanent disability

could lose $3.8 million in
future earnings:




Guardian Workplace Benefits Study — 6th Annual

Disability insurance helps to mitigate the
negative short- and long-term effects of a leave

A disability leave has the potential to negatively impact
ahousehold'’s longer-term financial wellness. For some,

it can take months, if not years, for their finances to fully

recover. In fact, two-thirds of workers who experienced
adisability leave feel their financial situation has not yet
fully recovered. Perhaps more alarming is that 61% of
those whose disability leave occurred at least six years
ago still feel their finances have not fully recovered —
evidence that the road to financial recovery can be a
long one.

The long road to financial recovery:

Workers who feel they have
not completely recovered
financially from their most
recent disability leave

66%

Households without disability insurance at the time

of their most recent leave had an even longer road to
financial recovery. Roughly 8in 10 report that they have
not fully recovered from the financial impact of their
leave, and 12% have not recovered at all.

Extent of financial recovery:

44%
Completely ¢
Somewhat
41%
Slightly
Notatall

Il With disability insurance
[ | Without disability insurance

Those with insurance are better able to
mitigate the financial impact of a disability.

Without disability insurance, workers who must take a
leave of absence often experience a negative impact to
their savings, expenses and credit/credit score. They
are even less optimistic about their financial wellness
compared to those who had disability insurance at the
time of their leave.

No insurance = Less financial wellness
Percent with fair/poor financial wellness:

26% 38%

With Disability Without Disability
Insurance Insurance

Percent who feel very financially stressed:

10% 22%

With Disability Without Disability
Insurance Insurance

The socialimpact of a disability leave also can be more
negative among those who did not have disability
insurance. They tend to experience a greater strain on their
personalrelationships as well as reduced social interaction.

Social impact of a disability leave

Workers without disability insurance are more likely vs.
those with disability insurance to:

Experience strainsin O o
their relationships rQA%‘O’ +11 A’

Have reduced social
interactions

rer&',o, +11%

12
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Persons with disability insurance often don't
understand their coverage or the process for

obtaining benefits

Owning disability insurance undeniably lessens the
financial impact of anincome-disrupting injury or iliness;
however, those with coverage too often encounter
surprises. Forinstance, 1in 5 workers are surprised to
learn that their employer-sponsored disability plans
typically replace only a portion of their salary, not 100%,
which will result in an income shortfall.

Biggest surprises about disability insurance
Percent surprised in dealing with disability insurance:

I received alower percent of my

o,
salary than expected 24%

I did not receive afull salary 20%

Bonus/commission was not

o,
addressed in payments 15%

Higher-wage earners are more likely to have income that
includes bonuses, commissions and other compensation
structures that are frequently excluded from employer-
sponsored disability plans. This can lead to significant
income gaps. Among high-income earners, roughly one-
third were surprised to learn that their employer’s group
disability plan paid less than their total compensation
(compared to 18% of lower-income earners).

Even more surprise for higher-income earners
Percent surprised to receive less compensation
than expected:

18% D

Higher Household
Income ($75K+)

32%

\
«

Lower Household
Income (<$50K)

Only 3 in 10 employer-sponsored disability
plans cover nonsalary compensation, such as
bonuses and commissions.

The tax implications of disability benefit payments

are not well understood by a majority of workers, and
potentially can further reduce an employee's income
while out of work. Six in 10 workers do not understand
that taxes can further decrease their benefit payments if
disability premiums are paid by their employer with pretax
dollars. This further reduces benefit payments unless the
employeeis able to elect post-tax premiums.

Example of reduced disability income:

%

Regular Salary
$100,000

%

After-Tax Income
$36,000

Disability Income
$60,000

In addition to the financial surprises, workers also are
caught off guard by the amount of time involved in
obtaining the necessary information from their doctors
when submitting their disability claim. Roughly 20% of
workers say they were surprised by how involved they
needed to be in obtaining required medical information,
which further increased stress during what was a trying
time. Understanding more about their role in the claim
submission process, in advance, would have been helpful.

O O O O O
AT TG T

Onein 5 workers underestimate their role in obtaining
medical information from their doctors in order to submit
their disability claim.

>
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Vocational rehabilitation,
workplace accommodations and
employee assistance programs are
valuable but lesser-known services
that accompany many employer-
sponsored disability plans.
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A disability leave experience can have a
positive impact on a worker’s attitude toward

his/her employer

Workers' understanding and appreciation of their
employer-sponsored disability insurance planis much
greater after they have usedit. The value ofincome
continuation —and the accompanying peace of mind —
becomes clearer following an extended leave. Workers
who have direct experience with disability insurance are
more likely to feel that their company cares about them
by offering benefits that improve their financial wellness.

Being there whenit counts
Percent who strongly agree with each statement:

63%
My company cares about me

My company offers benefits 68%

that meet my needs
My benefits positively impact 65%
my financial security

B Useddisability benefits
B Havenot used disability benefits

For some workers who have used their disability insurance
benefits, positive attitudes toward their employer
translate into increased loyalty. Workers who experienced
adisability leave and received insurance payments are
more likely to want to stay with their current employer for
10 or more years compared to those who experienced a
disability leave without insurance.

Disability benefits contribute to loyalty
Percent who prefer to stay with employer for 10+ years:

{ox RN (o)
& Y
43% 29%

Used disability Have not used
benefits disability benefits

More employers are making accommodations
to ease employees’ transition back to work
following a disability leave.”

After dealing with the initial impact of a disability leave,
workers may feel anxious about returning to work following
a prolonged absence. Return-to-work (RTW) programs

are important in helping workers deal with this anxiety

and prepare to transition back to the workplace. The

most popular accommodations include modified work
schedules, job restructuring and new/modified equipment.

Helping employees to return to work
Percent who used RTW accommodations:

= Modified work schedules 28%
19%
£
X

11%
An effective RTW program can have a significant impact
on the overall disability leave experience. Among workers
who felt well supported in returning to their job, 70%
believe that their company “cares about them"” compared
to about 50% on average, and just 20% who had a
negative experience. Research also shows that a positive
RTW experience has a favorable impact on employee
morale and retention}®* which is especially important in
today's tight labor market.

Jobrestructuring

Acquiring/modifying
equipment (e.g., desks)

A positive RTW experience goes along way
Percent who feel their company cares about them:

70% 20%

Those who had D Those who had
apositive % 4 anegative
return-to-work return-to-work
experience experience

15
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Ways to help workers protect their income

Four Areas of Opportunity for Disability Benefit Programs

Education

Explain that the purpose of disability
insurance is partial “income replacement”
and how it differs from workers'
compensation, Social Security, and medical
or accident insurance

Describe the likelihood of experiencing an
income-disruptingillness, injury or condition

Clarify the types of disability insurance
(Short-Term and Long-Term Disability)

and key features (e.g., partial income
replacement, taxation, conditions covered)

Income Protection Strategies

Group Short-Term/Long-Term Disability
(employer-paid or contributory; insured or
administrative services only)

Buy-up options for appropriate
income replacement levels and benefit
duration periods

Voluntary/employee-pay-all disability
insurance

Individual disability insurance

Executive carve-out plans for the highly
compensated

Periodically review plan design and coverage
adequacy given changing workforce
composition/needs

o

R0,

Communication Methods

Offer digital channels and mobile applications,
especially to reach millennial workers

Personalize communications as much

as possible, or at least tailor messaging
and benefit options to primary workforce
segments (by age, life stage, income)

Use consumer-friendly language to explain
key disability terminology, e.g., elimination
period, own occupation and benefit duration

Share testimonials and “lessons learned”
from workers who successfully benefited
from their disability coverage

Leave Management

Integrate health management programs,
such as Employee Assistance Programs,
into the disability claim process to connect
employees with the right resources at the
right time and produce a better outcome

Provide easy access to “time-of-need”
information about requirements of the claim
submission process

Set expectations about employee
responsibilities in obtaining disability benefits

Have clear, well-documented return-to-work
process to support workers in transitioning
back to work

16
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Appendix

Methodology and Sample Characteristics

The 6th Annual Workplace Benefits Study was fielded in the spring of 2018
and consisted of two online surveys: one among benefits decision-makers
(employers) and another among working Americans (employees), allowing us
to explore benefits issues from both perspectives. The study was conducted
for Guardian by Zeldis Research, anindependent market research firm located
in Ewing, N.J.

Employer Survey

Employer results are based on a national online survey of 1,700 employee
benefits decision-makers. Respondents include business executives,
business owners, human resources professionals and financial management
professionals. The survey covers allindustries and is nationally representative
of U.S. businesses with at least five full-time employees.

Data shown in this report have been weighted to reflect the actual proportion
of U.S. businesses by company size based on data from the U.S. Census
Bureau. The margin of error at the 95% confidence level is +/- 2.3%.

Employee Survey

Employee results are based on a survey conducted among 1,500 employees
age 22 or older, who work full time for a company with at least five employees.
The survey sample is nationally representative of U.S. workers at companies of
at least five full-time employees.

Data shown in this report have been collected in a way to reflect the actual
proportion of U.S. workers by gender, region, race, ethnicity, education level,
household income, age and employer size, based on data from the Bureau of
Labor Statistics and the Census Bureau. The margin of erroris +/- 2.3% at
the 95% confidence level.

In order to obtain alarger sample of individuals experiencing a disability,
additional surveys have been completed among an oversample of 200 full-
time employees experiencing a disability causing them to be out of work

for an extended period (at least 30 days). When combined with those from
individuals in the general population sample experiencing a disability, a total
of 539 individuals experienced a disability.
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Is Disability Insurance

a Luxury Good in America?

The Council for Disability Awareness (CDA) released a report today
that suggests the answer is “yes.”

Portland, ME, March 3, 2020 — The CDA 2019 consumers have access to STD and just 6

Disability Awareness Survey analyzed why percent have LTD. This troubling disconnect
lower-to-moderate income consumers, those amplifies the uphill battle many low-income
earning between $25,000 - consumers may experience if
$50,000, don’t have disability “Through our survey, there is disruption to their
insurance. Among the re- we learned there is a regular income.
sponses, the most significant much greater risk for Fred Schott, Director of
reason was, ‘| can’t afford it. lower-to-moderate OperatlonsforThe CDA,
And almost 40 percent of . said, “Through our survey,
those consumersin the income consumers to we learned there is a much
, withstand the financial :

lowest income band reported . greater risk for lower-to-

o : shock of not receiving .
their savings—if they had y moderate income consum-
any —would last less than a regularpayc{‘le.'c ers to withstand the financial
one month. because ofan injury, shock of not receiving a

illness or pregnancy.” regular paycheck because

In complementary work, the
Bureau of Labor Statistics of aninjury, illness or preg-

Employee Benefits Survey data indicated that ~ nancy. These findings tell us that the challenge

63 percent of the highest income consumers lower-to-moderate income consumers face is
in America have access to employer-paid more than just a matter of disability-insurance
short- (STD) and long-term disability (LTD) access and affordability. It’s a matter of

insurance benefits. However, only 18 percent  financial wellness.”
of the lowest income

Media Inquiries: Dave Page, CD&M Communications + dpage@cdmc.com -« 207-347-3300, ext. 29




s Disability Insurance a Luxury Good in America?

About the Study
Purpose and Methodology

This report presents the results of an online survey conducted by Greenwald & Associates on behalf of
the Council for Disability Awareness. The purpose of the study was to gather information from full-time
employees about factors that influenced their choices of employee benefits, the impact of life stressors
such as caregiving and debt, and the extent to which they are aware of—and prepared for—the
likelihood of a period of disability affecting them.

Information for this study was gathered through a 16-minute online survey with a total of 2,234
consumers between the ages of 21 and 68 who are employed full-time and have a minimum house-
hold income of $25,000 or more. This total includes representative samples of Hispanics/Latinos,
African Americans and Asian Americans.

Respondents for the survey were recruited through the ResearchNow online panel. Online interviewing
took place from March 12,2019 through April 1, 2019.

Study Sponsors

This study was funded by the following CDA member companies. The Council for Disability
Awareness and its members are committed to helping working adults understand the importance
of having alternate sources of income for times when people cannot work due to illness, injury, or
pregnancy.

&% MassMutual

A MetLife
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Disability Risk in America

Millions of working Americans are facing a growing crisis: a lack of adequate disability insurance
coverage. Today, the absence of emergency savings, rising medical costs, and an overall trend of fewer
employers offering benefits to workers have created a critical blind spot for many American workers
and their families. Without some kind of income protection, more Americans are experiencing severe
financial difficulty if they need to miss work due to illness, injury or pregnancy.

2019 Critical Facts

+ More than one in four of today’s 20-year-olds
can expect to be out of work for at least a year
because of a disabling condition before they
reach the normal retirement age.!

+ At least 51 million working adults in the
United States are without disability insurance
other than the basic coverage available through

Social Security.?

+ Only 40 percent of US households have at
least $6,275 in liquid savings. That is what it
would take a family of four to replace income at
the poverty level for three months.?

« Four out of ten American adults indicate they
can’'t pay an unexpected $400 bill without
having to carry a balance on their credit card or
borrow money from friends, family, or the bank.*

1 Social Security Administration, Disability and Death Probability, Tables

for Insured Workers Born in 1998 https://www.ssa.gov/oact/NOTES/
ran6/an2018-6.pdf, Table A.

2 American Council of Life Insurers, Assessing Americans’ Financial,
Retirement Security, unpublished data from study released in September
2017 as https://www.acli.com/-/media/ACLI/Public/Files/PDFs-
PUBLIC-SITE/Public-Industry-Facts/Assessments_Report_082917.
ashx?la=en
ACLI found that 54.3% of non-retired households (51.3 million in total)
did not report having disability insurance. Assuming there is at least one
adult in each household, this means the number of “uncovered” adults
is at least equal to the number of “uncovered” households.

3 Prosperity Now, Vulnerability in the Face of Economic Uncertainty: Key
Findings from the 2019 Prosperity Now Scorecard https://prosperi-
tynow.org/sites/default/files/resources/2019_Scorecard_Key_Find-
ings.pdf, page 4. Census Bureau Data, Survey of Income and Program
Participation.

4 Federal Reserve, Report on the Economic Well-Being of U.S.
Households in 2017 - May 2018. https://www.federalreserve.
gov/publications/2018-economic-well-being-of-us-households-
in-2017-dealing-with-unexpected-expenses.htm, Figure 11
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About The Council for Disability Awareness

The Council for Disability Awareness (The CDA) is a national nonprofit

organization dedicated to helping working adults understand the
. . . . COUNCIL FOR
importance of having alternate sources of income for times when they ‘ | s~ DISABILITY AWARENESS
cannot work due to illness, injury, or pregnancy. The CDA is a business
council that acts as a hub of knowledge for the media and wider public: .

The CDA website:

curating information, releasing research reports, and acting as an

industry source for journalists. DisabilityCanHappen.or

The CDA on social media:

Carol Harnett, President 'i u m

Carol Harnett is a thought leader, speaker, and writer in
the fields of general employee benefits, health and
productivity management, and value-based health.
She authors the employee benefits column for Human Resource Executive and hosts
the podcast, The Financial Health and Income Network.

Previous to her work for The CDA, Harnett held key positions in the insurance industry as the Vice
President and National Disability and Life Practice Leader for The Hartford and The Prudential’s
Director of Resources and Rehabilitation Services. She also led the Kessler Institute for Rehabilitation’s
industrial medicine department. Harnett sits on the Board of Directors of Disabled Sports/USA.

Member Companies

The CDAis a 501(c)6 nonprofit organization whose members include leading insurance companies:

8 Guardian

[ J [J
LbL s~MassMutual || MetLife

Life Financial®
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10 Million Single, Female Workers at

Extreme Financial Risk From a Disability

Key Facts: the Perspective of Women

The Council for Disability Awareness surveyed over 2,200 working Americans to understand in greater
depth their financial preparedness for periods of disability that caused them to leave work. The results
indicated half of survey participants carried disability insurance with single men and women less likely
to be insured.

Further analysis found 75% of men who had disability coverage believed they were adequately
insured while only 57% of women felt the same way.

Of greatest concern was the nearly 10 million single, working females who said they were “extremely
unprepared” financially for work absences. This group was almost three times as vulnerable to income loss
as men (11%) and less secure than married women - 20% of whom reported extreme unpreparedness.

In an ongoing 3-year study by The CDA of individual, short- and long-term disability insurance claims
(to be released later this year), women experienced a higher overall incidence of disability claims.

Without some form of income protection, single women can expect to experience greater rates of
financial difficulty if they need to miss work due to illness, injury or pregnancy. Women surveyed
reported lower individual salaries, lower financial security, described their debt as a bigger problem,
and reported lower preparedness for all types of financial emergencies than men.

R|Sk for Women 52% of single, female workers

in America have no disability
+ 52% of single, female workers have no disability insurance. insurance

+ 1in 4 women reported they are “extremely unprepared”
for a period of disability lasting 3 months. They were also
less likely than men to agree there is a risk they could experience
an income loss in their working years, that they have already
planned for an income loss, or that they know about ways to
protect themselves from loss of income.

Single,
female
workers in
America

« Despite this, among those who do not have disability Confidencein s ;
onfidence in supporting

coverage, women were more likely than men to say they Household During Income Loss

pJo) 3 Not at all
confident

don’t have it because they’ve never thought about it.

+ Among those women who reported they have enough
disability insurance, 23 percent said they do not know how

much they should have, and women reported a lower Sonfident
understanding of disability insurance than men; an area
of opportunity for education on the topic. Extremely

Men Women
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10 Million Single, Female Workers at

Extreme Financial Risk From a Disability

Disability Risk in America

Millions of working Americans are facing a growing crisis: a lack of adequate disability insurance
coverage. Today, the absence of emergency savings, rising medical costs, and an overall trend of fewer
employers offering benefits to workers have created a critical blind spot for many American workers
and their families. Without some kind of income protection, more Americans are experiencing severe
financial difficulty if they need to miss work due to illness, injury or pregnancy.

2019 Critical Facts

+« More than one in four of today’s 20-year-olds
can expect to be out of work for at least a year
because of a disabling condition before they
reach the normal retirement age.*

+ At least 51 million working adults in the
United States are without disability insurance
other than the basic coverage available through

Social Security.?

+ Only 40 percent of US households have at
least $6,275 in liquid savings. That is what it
would take a family of four to replace income at
the poverty level for three months.?

« Four out of ten American adults indicate they
can’t pay an unexpected $400 bill without
having to carry a balance on their credit card or
borrow money from friends, family, or the bank.*

1 Social Security Administration, Disability and Death Probability, Tables
for Insured Workers Born in 1998 https://www.ssa.gov/oact/NOTES/
ran6/an2018-6.pdf, Table A.

2 American Council of Life Insurers, Assessing Americans’ Financial,
Retirement Security, unpublished data from study released in September
2017 as https://www.acli.com/-/media/ACLI/Public/Files/PDFs-
PUBLIC-SITE/Public-Industry-Facts/Assessments_Report 082917.
ashx?la=en
ACLI found that 54.3% of non-retired households (51.3 million in total)
did not report having disability insurance. Assuming there is at least one
adult in each household, this means the number of “uncovered” adults
is at least equal to the number of “uncovered” households.

3 Prosperity Now, Vulnerability in the Face of Economic Uncertainty: Key
Findings from the 2019 Prosperity Now Scorecard https://prosperi-
tynow.org/sites/default/files/resources/2019 Scorecard Key Find-
ings.pdf, page 4. Census Bureau Data, Survey of Income and Program
Participation.

4 Federal Reserve, Report on the Economic Well-Being of U.S.
Households in 2017 - May 2018. https://www.federalreserve.
gov/publications/2018-economic-well-being-of-us-households-
in-2017-dealing-with-unexpected-expenses.htm, Figure 11
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INTRODUCTION

Did you know that . . .

* 3 in 10 workers entering the workforce today will become disabled for some period of time

before they retire (Social Security Administration, Fact Sheet, January 31,2007)?

* more than 90 percent of disabling accidents and illnesses are not work related, which means
they aren't covered by worker’s compensation insurance (National Safety Council, Injury
Facts, 2004)?

* most Americans don’t have enough savings to meet short-term emergencies (2004 National

Investment Watch Survey)?

* disability was behind nearly 50 percent of all mortgage foreclosures (Health Affairs, the Policy
Journal of the Health Sphere, February 2, 2005)?

* 56 percent of workers who currently receive Social Security disability benefits are under age

55 (Social Security Administration, 2007 Annual Statistical Report)?

* nearly 60 percent of workers have not discussed with their families how they would handle
or manage an income-limiting disability (Council on Disability Awareness, 2007 Disability

Awareness Survey)?

If you're like most people, you probably found these statistics surprising. Most of us tend to think about
auto insurance, homeowner’s insurance, and even life insurance. Yet, dollar for dollar, long-term disability
insurance may be one of the most important financial planning and protection resources available to you.

Consider the following odds for any single year:

* 1 out of 8.63 that you will die during your working years, ages 18 to 65 (Social Security
Administration, Period Life Table, 2007)

* 1 out of about 1,250 that you will lose your house to a fire, according to various industry

sources

* 1 out of 55 that you will have an automobile accident that results in property damage, injuries,
or fatalities, according to the National Highway Traffic Safety Administration (“Traffic Safety
Facts 2009”)

* 1in 3 (approximately) that you will become disabled at some point during your working life.

We protect our other assets, but we often neglect to protect our most important asset: our income.

Introduction 1
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Ironically, as the preceding statistics reveal, most of us are spending money to protect ourselves and our
possessions against events that are less likely to occur. The payouts for those other forms of insurance
pale in comparison to the potential payouts—and, more important, the financial protection—of dis-
ability insurance. Just look at these calculations: For car insurance, the average payout is approximately
$28,000 (Motor Trend, April 30, 2003). For life insurance, it’s $257,200 (U.S. Census Bureau, March
24,2004). But for disability insurance, the projected payout for a 35-year-old who earns $50,000 a year
and is disabled for the rest of his or her life with an eligible benefit of 60 percent would have an annual
benefit of $30,000 for a total payout of $900,000 (until retirement age of 65)!

Despite all of these statistics, and despite the severe potential financial impact of a disabling illness
or injury, men and women often overlook the purchase of long-term disability insurance (sometimes
called disability income insurance) in their financial planning. The goal of this workbook is to help you
protect yourself against potential loss of income and to make sure that you can meet your cash flow
needs in the event of a disability.

Disability insurance, therefore, may be one of the most important purchases you will ever make. As
is the case with any important purchase, it pays to avoid the pitfalls into which you can so easily fall.
The human mind seeks simple answers, but very often the simple answer is not the right answer. Proper
selection of a disability insurance product requires more than simply choosing the lowest-priced policy
(although sometimes that is the right choice). Many other factors must be considered in making the best
choice for your situation.

For most people, consulting a qualified and objective disability insurance specialist is the best way
to ensure that an appropriate decision is made given their particular set of circumstances. The problem,
however, from a consumer perspective, is making sure that the advice given is professionally objective.
And oftentimes the disability insurance salesperson does not service or review the disability insurance
coverage. This can lead to some unwanted results for the client, such as being underinsured or not hav-
ing appropriate riders (i.e., policy features).

In part I of this workbook, we will help you examine the odds of becoming disabled and how long
an average disability lasts so that you better understand your risks. We will then help you calculate the
impact of a disability on your finances and identify factors that affect your need for disability insurance.
In part II, we’ll explore how to find a good agent and a good insurance company; help you find the
most affordable policy to meet your specific needs; and walk you through the process of applying for
and purchasing a policy. Finally, in part III, we’ll educate you about how to monitor your policy to make
sure you're getting the maximum coverage you need. And, in the event that you do need to file a claim,
we've provided a section that will help you learn about that process. We've also included a section about
specific types of policies for businesses.

If you have an existing policy, you can use this workbook to see how your policy measures up to
your current needs. And if you don’t have a policy, you can use this workbook to make the best decisions
possible for your needs.

Because the more informed you are, the better the choices you will make.

2 The Questions and Answers on Disability Insurance Workbook
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DISABILITY INSURANCE DECISION CHART

Evaluate Your Needs

and Situation

Step 1:
What is my current need for dis-

ability insurance?

Step 2:
How much income protection do
I need, and how much do I already

have?

Step 3:
What disability insurance policy
definitions, parameters, or riders

are most important to me?

Step 4:
What factors in my life might
affect my eligibility or my rates?

Ewvaluate Agents
and Companies

and Purchase a Policy

Step 5:
Which agent or advisor can help
me get the best policy for the best

price?

Step 6:
Which insurance companies
should I consider working with,

based on financial stability?

Step 7:

What final points do I need to
consider before completing the
application process and purchasing

a policy?

Understand, Maintain,
and Monitor Your
Policy or Make a Claim

Step 8:
Is my policy up-to-date and meet-

ing my needs?

Step 9:
‘What do I need to consider before

I file a claim?

Introduction 3
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Determine Your Need for Disability Insurance

Disability insurance seems easy to understand on the surface: You pay a premium, and if you become dis-
abled, the insurance company replaces your income. Under the surface, however, lie important nuances
that can affect your decisions. These nuances aren’t daunting, though; disability insurance is like any-
thing else: If you take the time to learn about it, you'll be able to understand it and make smart choices
about what to buy.

It may surprise you, but the best place to start is zof with a discussion of long-term disability
insurance options. Instead, let’s begin with a close look at your own risks and needs. And that self-
education should always begin with an assessment of reality: What are your personal reasons for needing
income protection? What are your chances or risks of becoming disabled? What other factors should
you consider?

Answer the questions within this step the best you can, but don’t worry about getting everything
absolutely, inflexibly “right.” This exercise isn’t about perfection—no one can know the future. It’s about

taking a best guess. It’s about considering where you are now and how you want to be protected.

@ EXPLORING WHY YOU NEED LONG-TERM DISABILITY INSURANCE

Following are a number of scenarios or life situations that illustrate a need for long-term disability insur-

ance. Put a check next to the descriptions below that best correspond to your needs.

I'm a primary breadwinner for my family. I have young children and my family is absolutely

dependent on my income. If I were to become disabled tomorrow, they'd be in big trouble.

I've got debt. I have a mortgage (or mortgages), a car loan (or loans), credit cards, student loans,
or some other form of large, signﬁcam‘ debt that I couldn’t carry or burden my family or cosigners
with if I became disabled tomorrow. It would break them.

Step1 7
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I don’t want to burden my family with the need to take care of me, or I don’t have any close

family whom I could rely on to take care of me if I weren't able to earn income for myself.

I don’t have a rainy day fund set aside to cover not only regular expenses but also potential
additional expenses (medical expenses, special care) if I had to go even six months without

income.

I don’t have extensive assets that I could rely on to support my, and my family’s, standard of

living if I were to become disabled for some extended period of time.

Which of these scenarios best describe your situation will largely depend on what assets you have
or can reasonably expect to have in the near future, what stage of life you're in, and your personal family
situation. Although these aren’t even all the reasons for having disability insurance, they do capture the
most common motivations or reasons for purchasing it.

Becoming disabled can have not only long-term physical effects but also long-term social and psy-
chological effects on your life beyond the financial ones. Consequently, it’s important to consider your
most personal reasons for considering disability insurance. The following issues are worth considering,

as they can have an indirect impact on your financial situation during a disability:

*  Returning to work: While returning to work is always a goal after incurring a disability, there
is no guarantee that your work will be the same or that your compensation will be the same.
You may also be able to return to work on a part-time basis only, which can cause a continued
reduced income. And, depending on the disability, the medical costs you incur may be quite
high because of your deductibles, co-payments, etc., even if you have medical insurance. When
an employer is large enough to cover you under the Family Medical Leave Act, they are obli-
gated to keep disabled individuals’ prior positions (or comparable ones) available to them for
the first twelve weeks of absence. After twelve weeks, that prior position may be filled, and the
disabled person may need to apply for other jobs within the same firm or seek employment

with other companies, possibly in other geographic locations.

*  Impact on family caregivers: Disabilities often require family members, particularly spouses,
to provide special care and assistance to the disabled person. This can be challenging if the
resources aren't available to get help for the caregivers who themselves are working outside the

home.

* Increased risk of divorce: Financial stress is a leading cause of divorce among adults in the
United States. This is further compounded by the emotional and mental stress that often
accompanies a disability. The U.S. Government’s National Health Interview Survey of almost
50,000 households in 1994 showed that the proportion of disabled adults who were divorced
or separated was almost 60 percent higher than the proportion for nondisabled adults. It’s

risky to count on your spouse’s income to support you if you become disabled.
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Use the space below to write down other reasons why you might consider purchasing disability
insurance. Or use the space to record your thoughts on how the scenarios you selected above apply

specifically to your own situation. What are your biggest concerns related to the possibility of becoming

disabled?

\2/ UNDERSTANDING YOUR RISKS

Many of us tend to think of becoming disabled as something that happens to other people, particularly
to those with physically demanding jobs. But as we pointed out in the introduction, only about 10 per-
cent of all disabling injuries happen on the job. If you are young and fit, you might believe your chances
of becoming disabled are less than an older person’s, but statistics show that isn’t the case, because you
have more years during which you might become disabled. The following table makes that clear-cut
point. Use the closest age to your own to determine your chances of becoming disabled and write the
number down in the space provided:

Chance of becoming disabled based on age:

YOUR CHANCES OF BECOMING DISABLED FOR

MORE THAN 90 DAYS BEFORE THE AGE OF 65

AGE PERCENTAGE DISABLED ODDS OF BECOMING DISABLED
25 52% 1 out of 2
30 51% 1 out of 2
35 48% 4 out of 9
40 45% 4 out of 9
45 40% 2 out of 5
50 34% 1 out of 3
55 16% 1 out of 6

Source: 1985 Commissioner’s Disability Table
Now, if you're older, this table might make you think the risks associated with becoming disabled are

less than they are for a younger person. But again, that isn’t the case. The problem older people face is

Step1 9
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that their disabilities tend to last much longer. And, given the fact that the age for the onset of receiving
Social Security benefits has continued to rise over the years, depending on that government resource is
dangerous. Although the preceding table only goes up to age 55, the retirement age for Social Security
purposes will soon reach 70 years of age.

In the following table, find your age range and then read across to understand how long a disability
is likely to last and the probability of a long-term disability (defined as more than three months in dura-

tion) lasting longer than five years. Fill in the appropriate information on the spaces provided below.

Potential average length of a disability based on your age:

Probability of a long-term disability lasting five years or longer:

THE OLDER YOU GET, THE HIGHER YOUR CHANCES OF BEING

DISABLED FOR LONGER PERIODS OF TIME

SO AVERAGE LENGTH OF YOUR PROBABILITY OF DISABILITY*
YOUR DISABILITY* LASTING 5 YEARS OR MORE
20-24 69 months 30%
25-29 74 months 32%
30-34 78 months 35%
35-39 82 months 38%
40-44 85 months 40%
45-49 86 months 43%
50-54 86 months 45%
55+ 84 months 46%

* For disabilities lasting three months or longer. Source: Council for Disability Awareness
Now that you understand your risk factors a bit more, let’s explore your more personal motivations

for purchasing a disability insurance policy.

(/3\3 WHAT'S YOUR PERSONAL DISABILITY QUOTIENT?

/
N\ 4

With a better understanding of your personal motivating factors, you can now move on to a somewhat
statistical assessment of your need for life insurance based on your risk factors. You can calculate your
own personal disability quotient (PDQ)—your own chance of being injured or becoming ill—that could
force you to miss work for an extended period of time. You can also calculate your PDQ_through an

online calculator at www.whatsmypdq.org (sponsored by the Council for Disability Awareness).
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DETERMINING YOUR PDQ_

1. Age/Gender
What is your age? points your points:
male female
<25 18
13 16
35-44 9 10
45-54
55+ 0 0
2. Occupation
What kind of work do you do? points your points:
Mostly office work/indoors 0
Little office work/indoors 8
Little physical work/outdoors 18

Mostly physical work/outdoors 20

3. Body Mass Index
Do you consider yonrself to be . . . points your points:
About the right size 0
Underweight 0
Overweight 8
Obese 21
4. Tobacco
Have you used tobacco products in the past year?
points your points:
Yes 10
No 0
5. Lifestyle
How healthy is your lifestyle? Consider regular physical exams, regular exercise, stress, sleep and eating habits, drug or alcobol abuse.
points your points:
Very healthy 0
About average 3
Not very healthy 7

6. Medical Conditions

Do you have or are youn undergoing treatment for: diabetes, high blood pressure, bigh cholesterol, heart disease, cancer, chronic back or joint

pain, drug, alcohol, or food addiction, anxiety or depression?

points your points:
No 0
Yes 12
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Your Total Points
What do your numbers for questions one through six add up to?

Check the box that reflects your total points below. Read across to see your estimated chance of becoming disabled and unable to work for
three months or longer before the age of 65.

less than 25 points 5-25% chance
25-35 points 25-35% chance
3649 points 35-50% chance

50+ points 50% or more chance

Provided courtesy of the Council on Disability Awareness (www.disabilitycanhappen.org)

E’{ Notes
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4 | FINAL FACTORS TO CONSIDER

Your PDQ is a valuable score to have in hand. Pairing that score with your personal factors can help you
develop a keen sense for your personal need for disability insurance. However, it is very IMPORTANT
to keep in mind that even if your PDQ score is low, you should still consider disability insurance. Why?
Because even if you are healthy right now and have low risk factors, any one of a number of medical
conditions could crop up and keep you from working. Consider the following chart, which shows the

many leading medical causes of long-term disabilities and what percentages of disabilities are attributed
to each.

2.7% Infections and

parasitic diseases

0.8% Skin and subcuta-

neous tissue disorders

0.6% Congenital anomalies

0.2% Blood & blood-forming organs

1.8% Endocrine, nutritional,
and metabolic diseases and
immunity disorders,
2% Genitourinary

system disorders,
2.3% Respiratory
system disorders

3% Symptoms, signs,
and ill-defined conditions,

27.5%
Musculoskeletal/connective

. . tissue disorders
2.5% Digestive

system-related

2% Other

6.9% Nervous
system-related

9.1% Mental
disorders

14.6% Cancer and

5.1% Complications of neoplasms

pregnancy, childbirth, and
the puerperium

10.3% Injuries
and poisoning

9.1%
Cardiovascular/circulatory
disorders

A NOTE ON COMPREHENSIVE VS. SPECIALIZED POLICIES

Since illnesses and injuries are so unpredictable, many financial professionals recommend
first purchasing comprehensive disability insurance and then, if desired, purchasing more
specialized insurance policies to pay additional expenses that may come with specific ill-
nesses (these types of policies are available). The preceding pie chart illustrates why it's

important to have comprehensive coverage that protects against many common conditions.

J

Recall from the introduction that disability insurance (sometimes called disability income insur-
ance) is just as important—if not more so—as car insurance, homeowner’s insurance, and life insurance.

Even if your chances of becoming disabled are low and you don’t have strong personal motivations for

Step 1
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protecting your income, you should consider the sheer size of the asset you would be protecting. Your

potential lifetime earnings are a massive asset; they’re much greater than the value of your home, for

instance. And the potential size of that asset only grows as the retirement age increases.

To help you understand the importance of protecting your income, we've provided the Asset

Insurance Worksheet that follows. To calculate your potential earnings, use the age and income closest

to your current age and income and find your potential earnings in the table provided. You'll soon see

that good health is priceless.

POTENTIAL EARNINGS TO AGE 65 IN DOLLARS

(WITH 5% ANNUAL SALARY INCREASES)

CURRENT ANNUAL INCOME
Age 26K 50K 76K 100K 150K 200K
30 $2,258,0005 | $4,5616,000 $6,774,000 $9,032,000 | $13,548,000 | $18,064,000
35 $1,661,000 $3,322,000 $4,983,000 $6,644,000 $9,966,000 | $13,288,000
40 $1,193,000 $2,386,000 $3,580,000 $4,773,000 $7,159,000 $9,545,000
45 $827,000 $1,653,000 $2,480,000 $3,307,000 $4,960,000 $6,613,000
50 $539,000 $1,079,000 $1,618,000 $2,168,000 $3,237,000 $4,316,000
55 $314,000 $629,000 $943,000 $1,2568,000 $1,887,000 $2,516,000
60 $138,000 $276,000 $414,000 $5653,000 $829,000 $1,105,000

ASSET INSURANCE WORKSHEET

Asset Values

Health Priceless
Car $

Home $

Potential earnings $

Annual insurance premiums $

Health insurance $

Auto insurance $

Homeowner’s insurance $

Income protection (disability) insurance $
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How do your premiums match up to the values of your assets? Are you paying the most for health
insurance? How much are you paying to protect your income or potential earnings? Income protection
should be something you are willing to pay a premium for, but if you're like the majority of Americans,
you don't.

In the introduction, we told you that the chances of being in a serious auto accident were 1 out of
55; the chances of losing your home to a fire were about 1 out of 1,250; the chances of becoming disabled
are 1 out of 3; and at the risk of becoming morbid, the chances of having health complications are 1 out
of 1. Your #1 ranked asset—health—is bound to deteriorate.

The trouble is that no one believes they will personally be afflicted by a disability, and so they don’t
protect their potential earnings. But consider this: If you lost your home and all of your belongings and
didn’t have insurance, yet still had your income, you could eventually rebuild those assets. But if you lost
your income and had no insurance, it’s highly possible you could lose your home and have no resources
to maintain your standard of living over time.

The statistics are real. You might not need a deluxe disability insurance policy, but you do need to

have some sort of plan in place.

You now have a solid understanding of your motivations and reasons for potentially purchasing disabil-
ity insurance. It’s time to explore what kinds of income protection you already have and to balance that

information with your need for protection.

Note: We encourage business owners, executives, and human resources personnel to refer to the appen-
dix, “Disability Insurance Solutions for Your Business,” for a discussion about options for disability

insurance protection for their employees.
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DETERMINE HOW MUCH INCOME
PROTECTION YOU NEED AND WHAT
YOU MAY ALREADY HAVE

Since the decision to purchase disability insurance relies primarily on your needs and circumstances, it’s
time to turn our attention to your current financial circumstances and the benefits that may already be
available to you. This assessment, while it can be a bit tough, is critically important to determining how
much insurance you may need and what kind of a policy you may want to purchase. Although a number
of resources, such as Social Security, are available to people who become disabled, it isn’t always safe to
rely on those resources alone.

In this step, we will first determine roughly how much income protection you may need. Then, to
help you understand exactly how much and what type of personal disability insurance you may want to
purchase, we will explore various resources that may or may not offer that protection. Finally, we will
assess any current protection you may already have and compare it to your current needs.

A note before we begin: In this workbook, we focus on long-term disability insurance, although we
do also talk about integrating it with other types of disability insurance. Short-term disability insur-
ance usually covers disabilities that last fewer than 90 days, but generally, individuals cannot purchase
short-term disability coverage. Typically, you will only have it as group coverage through your employer
or possibly through another organization. However, considering whether or not you have short-term
disability coverage is an important part of the planning process because it will be important to consider

how much of your savings you might have to use before your long-term disability insurance kicks in.

/\1) DETERMINING HOW MUCH INCOME PROTECTION YOU
- ACTUALLY NEED

Every advisor, financial columnist, and relative has a formula they think is best for determining how

much long-term disability insurance you need. Some of these formulas are simple, whereas others look
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like something only a Wall Street numbers whiz could cook up. But don't let complexity overwhelm or
discourage you. If your needs are more complex, a qualified disability insurance agent or financial advisor
can help you determine the right amount for you. (We’ll look at how you can find a great advisor in step
5.) For most people, however, the simplest method is the best.

To calculate how much coverage you might need, you can complete the following worksheet by
listing your current monthly expenses and continued sources of income in the event of a disability. Then
you can look at potential extra expenses and additional assets to help you understand what other finan-
cial burdens you may have in the future that you may need to protect yourself against. Keep in mind that
these numbers do not need to be exact; they will vary based on your future circumstances. As you think
about how much income you might need if you become disabled, consider how long disabilities tend to
last (see pages 10) and that disability often brings additional expenses you may not currently have, such
as those for COBRA medical premiums, aides, etc. We've accounted for some of these possibilities in

the items in the worksheet.

THE INCREASED COSTS OF DISABILITY

Although it isn’t pleasant to consider, some disabilities come with additional expenses
that can be quite large. For instance, if you were unable to walk and were forced to use
a wheelchair, your home might need to be renovated to be wheelchair accessible. Or
you might need to purchase a new vehicle or a vehicle with special elements to meet
your needs. Or you might need the use of special medical equipment that is only partially
covered by your medical insurance. To give you some perspective, according to a 2005
Harvard study, better than half of all personal bankruptcies and foreclosures result from
the expenses that result from a disability. While it is impossible to say what additional
expenses you might face, you should consider the issue as you think about your future
income needs and insurance. This is especially true if you have minimal savings that you
could rely on to help cover these costs.
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DISABILITY INSURANCE AMOUNT WORKSHEET

1. Monthly/annual income needed.

How much monthly income would you and/or your family need if you became disabled tomorrow? Let’s start with
your current monthly expenses. If you don’t monitor these numbers closely already, take this opportunity to get to
know them.

Homeowner’s expenses/rent (including property taxes, insurance, dues, etc.): $
Car payment(s), maintenance, and insurance: $
Groceries: $
Utility bills (phone, gas, electric, cable, water, etc.): $
Clothing: $
Transportation: $
Child care (daycare, nanny, after-school care, etc.): $
Debt payments (credit cards, student loans, other outstanding debts): $
Medical/dental expenses and insurance premiums: $

Note: Keep in mind that if you become disabled and aren’t working, and your family depends on your job for medi-
cal insurance coverage, your premiums could drastically increase. If you don’t have other sources of medical insur-
ance (for instance, a spouse’s job/company), then do a little research to determine what personal medical coverage
might cost you per month. You might ask the benefits administrator at work what it would cost you to continue
your coverage with the company even if you weren’t employed there (through COBRA policies) and then add 15

pCI'CCI'lt to be conservative.

Other insurance premiums (life insurance, long-term care insurance, disability insurance):  §$
Retirement funding (IRA contributions, etc.): $
Education expenses (current cost of private school, college, special instruction, etc.): $
Savings for children’s college education: $

Note: If you were to become disabled, you wouldn’t be able to rely on your income to help you cover the costs of
college when your children are actually there, so you may need to plan on saving more now if helping your children

pay for college is important to you.

Other savings: $
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Travel/Entertainment: $
Everything else: $
Total Income Needed: $

2. Monthly income that would continue even if you were disabled.

For any item below that is typically paid out annually, divide the total by twelve to get an average monthly calculation.

Spouse or partner’s salary: $
Current average interest and dividend income from savings and investments: $
Current income from a business that could continue to operate without you: $
Rental property income: $
Current Social Security benefits, disability benefits, or other similar benefits: $
Regular monetary gifts from family: $
Other passive income: $
Total Passive Income: $

3. Gap between monthly expenses and monthly income in the event of a total disability.

Subtract the total for item 2 from the total for item 1. This is the minimum amount your disability insurance needs

to cover per month if you could no longer earn any income: $
4. Possible Future Expenses

If you become disabled for an extended period of time, your expenses may change over that period. Consider the

following:

Education costs. If you plan to cover the costs of your child’s/children’s (or another dependent’s) college or private
education in the future, consider those costs here, particularly if your children are within five years of attending
college. Knowing how much college will cost is to some degree an uncertainty because it will depend on such fac-
tors as tuition, room and board, books, and related expenses. College costs are increasing almost twice as fast as the
inflation rate. SmartMoney.com and CollegeBoard.com are two great websites to help you figure out how much

you should plan to save for education.

Multiply the average cost you researched, as well as any current or future costs for private education, by the

number of children. $
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Now multiply that amount by the appropriate years before college age: 5 years: x 0.82; 10 years: x 0.68; 15 years:

x 0.56; 20 years: x 0.46. The factors account for a decreasing need as you age. For example, if you planned on
sending two children, one age 8 and the other age 13, to public college, youd multiply $60,852 (the average cost at
the time of writing) by 0.82 and $60,852 by 0.68, and then add the results: $49,899 + $41,379 = $91,278.

$

Total Potential Future Expenses: $

5. Assets

If you became disabled, you could turn to the assets you own to support you and your family’s needs or to cover large
additional expenses (such as college), primarily by selling them or liquidating them. Keep in mind that the value of
your current assets may be considerably different from their value at the time you become disabled. And the values
of such assets as real estate, a family business, or other big investments may be significantly discounted due to quick,

forced sale or liquidation.

Bank accounts, money market accounts, CDs: $
Stocks, bonds, mutual funds: $
Retirement savings IRAs, 401(k)s, Keoghs, pension and profit-sharing plans: $
Equity in real estate: $

Current life insurance benefits that may apply to dismemberment or some other form of disability (for instance,

the ability to file a claim prior to death in the case of severe illness): $
Life insurance benefits (cash value): $
Other assets (current market value): $
Total Value of Assets: $
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Take a moment to review what you've recorded on the worksheet and write down any notes that explain
how you made certain determinations, such as how certain assets were valued or how you calculated
certain streams of passive income. Also, if completing this worksheet helped you realize that you have
few assets or savings to fall back on in case of an emergency, take some time now to begin developing a

plan for building up an emergency fund of three to six months of your salary.

E{ Notes
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2 . UNDERSTANDING THE TYPES OF INCOME PROTECTION THAT
MAY COVER YOU

If you are like some people, you may look at the gap between your monthly expenses and income you
could rely on in the event of total disability and not be too concerned. You might believe that if you did
become disabled, resources such as Social Security, worker’s compensation, or group benefits through
your job would provide enough protection. Before jumping to that conclusion, however, you should

understand the realities of the resources that may—or may not—be available to you.

Social Security Disability Insurance and Other Federal Programs

Most U.S. citizens have Social Security Disability Insurance (SSDI). The question is, will it help you?

The Social Security Administration (SSA) provides long-term disability benefits based on your sal-
ary and the number of years you have worked and contributed to the Social Security system. The SSA
administers two programs that pay disability benefits: The SSDI program pays benefits to qualified indi-
viduals who are under age 65, regardless of their income when they become disabled. The Supplemental
Security Income (SSI) program pays benefits only to qualified individuals with limited or no income.
Only the SSDI program is discussed here. For more information on the SSI program, please go to www.
socialsecurity.gov/ssi.

To qualify for SSDI, you'll need sufficient work credits earned by working and paying Social Security
taxes. You can earn up to 4 credits per year, depending on the amount of your income in a year. The
number of credits you need to qualify for SSDI depends on how old you are when you become disabled.
For instance, if you are between the ages of 31 and 42, you'll need to have earned 20 credits within the
last 10 years, ending with the year in which you become disabled. If youre younger than 31, you'll need
tewer credits; if you're older than 42, you’ll need more.

Social Security replaces only a limited portion of your salary, and the qualifications to receive ben-
efits are very strict. In addition to earning enough credits, you'll need to meet all of the conditions listed

below to be eligible for Social Security disability benefits:

*  You must have been disabled for 5 full calendar months.
*  Your disability must be expected to last at least 12 months or end in death.

*  You must be unable to be gainfully employed at a7y occupation or “any substantial gainful
activity,” not just your occupation at the time your disability began. Generally, this means that
if you are working, you cannot be earning more than $980 per month (in 2009) on average.
Special rules and income limits apply if you're blind. And you must be able to prove that you

cannot do the work you did before or adjust to other work because of your medical condition.

Consequently, it’s fairly difficult to qualify for Social Security disability benefits. In fact, according to
the 2010 edition of the Annual Statistical Report on the Social Security Disability Insurance Program,
in 2009, only 34.5 percent of applications were approved (down from 56 percent in 1999). Some addi-

tional applications were approved on appeal, so the final percentage may vary from this number. Yet the
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sheer number of people approved every year is increasing because more and more people apply every
year. Considering the current financial state of the Social Security system and future funding concerns,
there may likely be fewer dollars to be distributed in coming years. In 2009, $110 billion was paid by
SSDI to all disabled workers; this is more than twice the $46 billion paid in disability payments in 1999.

The SSA has a list of impairments that are considered to be so severe as to automatically designate
you as disabled. If your condition is not on the list, the SSA must decide whether it’s severe enough to
entitle you to benefits. When determining your ability to work, the SSA will consider your medical con-
dition, age, education, past work experience, and transferable skills. Because all of these factors must be
taken into consideration, it can take more than a year for an application to be processed, and you might
need legal assistance along the way, which can be costly.

If you qualify for disability benefits, certain family members can also collect monthly disability benefits

based on your work record. Eligible family members may include:

*  Your spouse age 62 or older, if married at least one year
*  Your former spouse age 62 or older (if you were married at least 10 years)

*  Your spouse or former spouse of any age, if caring for your child who is under age 16 or

disabled

*  Your children under age 18, if unmarried
*  Your children under age 19, if full-time students (through grade 12) or disabled

*  Your children older than 18, if severely disabled

Each eligible family member may receive a monthly check equal to as much as 50 percent of your
basic benefit. This is in addition to your benefit—your check does not get reduced.

In addition, special disability programs are available for people with certain backgrounds or in cer-
tain industries. For instance, there are special disability programs for veterans injured in war, for railroad
workers, and for miners who develop black lung disease.

All of that said, according to the 2007 Annual Statistical Report on the Social Security Disability
Insurance Program (Table 43), the average monthly benefit awarded in 2007 to disabled workers was
$1,054.70. That isn't much to live on. Would it cover your current monthly expenses? And could you
afford to go as long as 18 months without any income or benefits while you wait to see if your applica-
tion is approved? Particularly when, in the end, there is a strong chance that it won’t be?

To learn more about SSDI and to read Social Security’s fact sheets and actuarial publications, go to

www.ssa.gov/disability.

Do you think you may qualify for any special disability programs through the federal govern-

ment? If so, which one(s)?
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What specific types of disabilities do these programs cover?

Workers’ Compensation Insurance

Workers’ compensation is state-mandated indemnity insurance held by employers that covers employees
for lost income and medical expenses when injuries or illnesses are work related. Workers’ compensation
is provided through private insurers. After a short waiting period, it may pay for your medical expenses
and a portion of your lost wages. Benefits vary significantly by state and are subject to different maximum
and minimum amounts. Typically, these benefits are equal to two-thirds of your pre-disability income.
But because most disabilities are not work related, workers’ compensation programs do not cover them.
According to a July 2009 research study sponsored by the Society of Actuaries (Group Long-Term
Disability Benefit Offset Study, conducted by Milliman, Inc.), only about 4 percent of long-term dis-
ability insurance claimants also receive workers’ compensation benefits. While workers’ compensation
programs provide very important coverage to those who become sick or injured while performing the

duties of their job, it does not apply in most cases of disability.

Only 10 percent of disabilities are a result of work-related injuries.

B Not at work
At work

Source: National Safety Council, Injury Facts, 2004.
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Based on the questions in the PDQ _you filled out in step 1, do you think you have a higher than average
or lower than average chance of being injured on the job? Consider the type of work you do every day

and the level of risk it involves.

State Disability Programs

Some states offer temporary disability insurance programs that can help you if you became disabled. Not
every state does, however, and sometimes they apply only to certain types of workers. Likewise, most of
the states that do offer some type of statutory disability insurance offer only temporary or short-term
coverage, that is, less than one year. Yet if you have a disability that lasts longer than three months, there’s
at least a 30 percent probability that it will last five years. What will you do for the remaining four years?
For a state-by-state resource guide, go to www.disability.gov/state/index?state=.

For now, let’s use California as an example: California’s SDI pays a weekly benefit following a 7-day
waiting period. It pays for as long as 52 weeks in amounts ranging from $50 to $490, depending on the
income level of the employee. The amount of the weekly benefit is calculated on a base period of earn-
ings over a 12-month period and usually is 55 to 60 percent of earnings in the highest quarter of one’s
base period. The goal of the plan is to provide benefits in the event of sickness or injuries sustained off
the job, when workers’ compensation doesn’t apply. The plan is funded by mandatory employee payroll
deductions.

Your state may also offer vocational rehabilitation programs for people who become disabled, which
could help you develop new skills to earn income. However, that could take some time, and you might
have to recover at least partially from a disability before being ready to enter this type of program.

State government benefits can also change depending on budgetary pressures, new regulations,
and so on. It may not be wise to count on your state government for coverage. For the most up-to-date
information about disability insurance programs in your state, go online and search for “[name of state]
disability program.” For instance, for complete information on California’s disability insurance program,

you can go to www.edd.ca.gov/diind.htm.

Does your state have a disability program?
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How long do the benefits last?

Are you covered by any special disability programs oftered by your state because of your background or

occupation?

What specific disabilities are covered?

Group Disability Insurance from Employers or Associations

If you are currently employed by a company and are eligible to receive benefits, you may have some
form of disability insurance through your employer. You may also have chosen to enroll in a disability
insurance program through a professional trade association or some other organization of which you
are a member. Group disability insurance can be an affordable way to get income protection and to get
different types of protection.

Your employer might provide short-term disability benefits in the form of paid sick leave, short-
term disability insurance, or both. Coverage from these benefits can range from a few days to as long
as a year, depending on your company’s benefits and your length of employment. Short-term disability
insurance benefits are typically paid when the insured is unable to perform the duties of his or her
occupation (a more liberal definition of disability than for the Social Security program). Short-term
disability insurance benefits are taxable (for the employee) when the employer pays the premium, which
is generally the case. Some employers offer voluntary short-term disability insurance; employees may
choose to participate and pay their own premiums through payroll deduction.

California, Hawaii, New Jersey, New York, and Rhode Island require employers to provide short-
term disability insurance coverage with waiting periods of 7 days and a maximum benefit duration of
26 to 52 weeks, depending on the state. The maximum disability benefit amounts under these programs
are typically low. The percentage of earned income covered and the maximum benefit also vary by state.
Employers in these states can opt out of the state plan, obtain coverage through private insurers, or self-
insure. (Basically, self-insure means that you do not purchase or obtain insurance; in other words, you

retain the risk yourself.) When employers opt out, the short-term disability insurance coverage that they
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provide typically exceeds the statutory required minimum benefits.

Your employer may also provide group long-term disability insurance that covers you in the event of
a disability (injury or illness) that lasts 3 to 6 months or longer. Oftentimes, professional trade associa-
tions will offer group long-term disability insurance programs. Long-term disability insurance usually
picks up where short-term disability insurance ends.

Group long-term disability coverage replaces part of your salary if you are disabled and unable to
work. (Employers may offer individual coverage also, and that almost always includes underwriting.
Group long-term disability insurance is its own category.) Typically, a group long-term disability plan
policy offered by your employer will guarantee that you have coverage, which means no underwrit-
ing application process is involved. A policy offered by an association or other organization will likely
require an application and an underwriting process, although coverage for members of the group is
sometimes guaranteed.

A typical policy through your employer replaces at least half of your salary up to a specific maximum
benefit, such as $5,000 or $10,000 per month—whatever your employer decides at the time it accepts
the group long-term disability insurance policy. The amount of coverage through other types of group
policies can be limited and the premiums can be higher than what is available through the individual
marketplace.

Benefits from group long-term disability policies generally continue until either age 65 or your retire-
ment age under Social Security, or until you are able to return to work. In some policies, benefits may also
be available for a period of time after you return to work. Most often, benefits are paid when the insured
is unable to perform the duties of his or her occupation during the first two years of disability. After two
years of disability, however, most plans continue to pay benefits only if the insured is unable to perform
the duties of any occupation for which the employee is suited by training, education, and experience, a
definition more closely resembling that in the Social Security program. Long-term disability insurance
benefits are taxable to the employee when the employer pays the premium, which is generally the case,
and the amount of the benefit is offset (i.e., reduced) by the amount of benefits that the insured receives
from Social Security or workers’ compensation. Some employers offer voluntary long-term disability insur-
ance, where employees may choose to participate and pay their own premiums through payroll deduction.
In some cases, the voluntary long-term disability insurance coverage is in lieu of coverage purchased by
the employer. More frequently, voluntary long-term disability insurance coverage allows the employee to
supplement the long-term disability insurance coverage provided by the employer.

Employer-paid coverage is usually not portable. In other words, if you leave the employer or the
association or organization, your coverage is discontinued. If you are in good health, purchasing addi-
tional disability insurance coverage through your employer (beyond what your employer may offer and
pay for) may be more expensive over any long period than purchasing an individual policy on your own
because of the premiums increasing and simplified underwriting. Why? Because the underwriting—the
process of determining the rate you pay based on the level of risk you pose—is not selective with group-
based policies; the group policy has to cover all employees to a certain extent. But individualized under-
writing is generally required if you decide to purchase more than a basic amount of coverage through the
group plan. Yet the rates you pay still have to account for the generalized risk the insurance company is

taking on by covering the group.
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ONLY 1IN 3 U.S. WORKERS IN PRIVATE INDUSTRY HAS

LONG-TERM DISABILITY COVERAGE THROUGH WORK

White Collar:
. Blue Collar: .
Professional, . Service
Type of Program | All Employees . Clerical & Sales
Technical & Related Employees
Employees
Employees
Short-Term
o 37% 41% 42% 21%
Disability Coverage
Long-Term
_on8 29% 40% 29% 1%
Disability Coverage

Source: U.S. Department of Labor, Bureau of Labor Statistics, Employee Benefits.

Finally, the Employee Retirement Income Security Act of 1974 (ERISA) governs most group dis-
ability insurance policies. This federal law offers substantially less protection to the consumer if there is
a need to sue a given insurance carrier because a federal court instead of a grand jury would administer
such a case. ERISA limits punitive damages in cases that are decided in the courts and allows judges
the discretion to award attorney’s fees. We'll discuss how this impacts the decision to get individual
disability coverage in a moment (within point 3 below). For now, take a minute to fill out the questions

that follow.

Do you currently have income protection—either short-term or long-term disability insurance—

through your employer or a group program?

What are the benefits of those policies?

What are the conditions or limitations of those policies?
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3 DETERMINING WHETHER YOU NEED INDIVIDUAL DISABILITY
INSURANCE AND HOW MUCH YOU MAY NEED

Now that you understand what other types of income protection may cover you in the event of a dis-
ability, you can assess your need for an individual disability insurance policy that you purchase on your
own. If you are like most people, you view your chances of becoming disabled as slim. You may not
receive Social Security benefits because they are difficult to qualify for and are limited. You may not
qualify for the programs offered in your state. You may not have protection through your employer or
another organization.

In fact, if you are like most people, when you combine your assessments in step 1 with an evaluation
of possible coverage in this step, you may come to the conclusion that having your own income protec-
tion in place may be a necessity.

Individual disability insurance policies can also be used to supplement group long-term disability
coverage. Why? Because individual disability insurance policy benefits are typically not subject to income
tax, as the premiums are paid with after-tax dollars. Group long-term disability insurance benefits are
typically taxable because the employer often pays the premiums. A few employers do offer the option to
have premiums paid on an after-tax basis, in which case the benefits received are not subject to income tax.

In addition, individual disability policies typically offer more coverage because they will insure all
earned income (including commissions and bonuses), whereas group long-term disability insurance
plans do not usually cover commissions and bonuses and can have a maximum benefit. Individual poli-
cies also offer greater flexibility in terms of elimination period, benefit period, and optional riders in the
design of the policy. And as mentioned in the previous section, even if you have the option to purchase
disability coverage through your employer (where you pay the premiums), an individual policy will gen-
erally be less expensive over the long term than a group policy if you are in good health.

Recall from the discussion in point 2 that ERISA affects your ability to sue a group long-term dis-
ability insurance company. But if an individual disability insurer wrongfully denies or delays benefits, in
some states you can sue for damages and emotional distress. That’s important because, in many cases, if
your benefits are delayed you may not be able to pay monthly bills. This can have long-term ramifica-
tions ranging from a tarnished credit report to foreclosure. The best way to maximize your benefits while
avoiding ERISA regulation is by supplementing your group long-term disability insurance plan with an
individual policy.
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Pre-Disability Income vs. Group and Individual Policy Benefits During Disability

$120,000
$100,000
$80,000
$60,000
$40,000
$20,000
$0

Gross Salary & Gross Net GLTD  GLTD + DI

Salary Bonus Income GLTD

Group vs. Individual Policy Benefit Income

Assume 15% income
tax on your LTD
benefit.

. Loss

Benefit Tax

[ o1 Benefit

Individual disability
insurance is tax free and

allows you to keep 100%
of your benefits

. Loss
B o1 Beneiit
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INDIVIDUAL/GROUP DISABILITY POLICY COMPARISON

POLICYTYPE
Individual Poli Group Policy Group Policy Through an
navicial Foley Through an Employer Association or Organization

A policy you buy through your

A disability benefit you receive
through your employer; your

A disability policy purchased
through an association or

premiums

be less liberal than with individual
coverage; benefits will be offset
by Social Security, workers’
compensation & some other
types of disability insurance

Description . - .
own insurance agent employer may pay part or all of organization of which you are a
the premiums member
You must meet the underwriting You must be a member of the
L . You must be an employee of - -
... criteria set by the insurance association or organization (e.g.,
Conditions . the company that sponsors the
company for occupation, health, insurance trade group) that sponsors the
habits, avocations, etc. insurance
Benefits are tax free if
premiums are paid with after-tax
dollars; you select flexible policy
benefits & features, such as ) Lower premium; may have more
oL . . Lower premium; both short- & . L .
lifetime benefits, cost-of-living liberal underwriting requirements,
. ) . long-term coverage are often .
Advantages increases, etc.; provides the - , although coverage is not
. available; usually you don’t have .
most comprehensive coverage; . i guaranteed as with employer
. , to prove insurability
premiums generally can't groups
increase & you generally can't
lose coverage if you pay the
premiums
Less flexible benefit design than
individual disability policies; will . . .
. Less flexible benefit design
terminate when employment oo - -
. than individual disability policies;
ends (non-portable); premium - Lo
. . definition of disability may be less
Most expensive in terms of will often increase as you get liberal than individual coverage;
Disadvantages older; definition of disability may '

contracts may be cancelable by
insurance company or association;
premium will increase as you get
older

To fully understand your need for an individual disability insurance policy, use the following worksheet

to estimate your current protection. Note that I've filled in a “sample calculation” column to help you

understand the process.
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ESTIMATE YOUR INCOME PROTECTION

from your estimated individual coverage. This would be an
approximation of your individual coverage.

Sample Y teulati
our calculation

Calculation
1. What is your annual gross income (excluding bonuses and $70.000 $
commissions)? '
2. Do you have group long-term disability coverage? (If no, skip Yes O No O Yes O No
to item 8.)
3. What is the payout of the policy in terms of a percentage of 559 o
your salary? ? ?
4. Multiply the payout percentage (3) by your annual gross $38.500 $
income (1) to determine your annual pretax benefit amount. !
5. Who pays the premiums for your group policy, you or your O Me O Me
employer? If you pay the premiums, skip to item 8. Employer O Employer
6. What is your tax bracket? (You can use 25% as a good 059, %
approximation.) ° ?
7. Multiply your taxable benefit amount (4) by your tax bracket
percentage (6) and subtract that from the whole (4) to $28,875 $
determine your after-tax benefit amount.
8. What is your annual gross income, including bonuses,
commissions, or other earnings not covered by your group $90,000 $
plan?
9. Multiply your total annual gross income (8) by 66 percent,
which is a good approximation of the total individual coverage
that is typically available. (Percentages will vary by policy.) If you | $59,400 $
do not have group coverage, this is an estimate of your annual
individual benefit amount, which is tax free.
10. If you have group coverage, subtract your group benefit (4
if you pay the premiums, 7 if your employer pays the premiums) $27.900 $

Note: You may have more benefits available to you based upon your coverage, your occupation, or other types of benefits
you have, but most other forms of coverage will be fairly minimal and may only apply to disabilities caused by specific

events.
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You now have a full understanding of the amount of the income protection you may need, the various
benefits that may or may not be available to you, and how much of an individual policy benefit you might
qualify for. You are now ready to dig into some of the nuances of long-term disability insurance policies

to get a handle on the type of policy and the policy options that will meet your needs.
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DISCOVER THE DISABILITY INSURANCE
POLICY COMPONENTS THAT ARE
BEST FOR YOU

Take a breath. Thinking about disability is serious, exhausting business. And subjecting your financial
situation to an X-ray isn't always fun. But you did it—and for good measure. When it comes to disability
insurance, it’s important to understand your needs and what coverage you may already have if you want
to get both the right coverage for you as well as the most affordable.

Now for the bad news: Many insurance companies are active in the business, and each usually offers
different types of insurance products and multiple configurations. That means there’s a bewildering
array of options at your fingertips. It can be overwhelming, but the variability also means there is an
opportunity for you to purchase the best kind of coverage for your particular circumstances. So, with
disability insurance, it’s critical to review the details and not make assumptions. There are thirty-plus
elements in a contract, all of which can be written differently. This leads to an infinite number of pos-
sible contract variations, and each variation affects policy benefits—how much, how long, and under
what terms, conditions, and circumstances a claim will be paid. However, most companies’ offerings are
fairly similar in the way most of the components are worded.

Now for the good news: Despite the seeming complexity, there are major similarities between all
disability insurance contracts: overall, disability insurance typically works the same from company to
company in that it replaces income. Buyer beware, however: the devil is in the fine print/details as to
how and when the companies pay benefits.

Customizing the parameters on your policy will make a difference in the premiums (and benefits).
There is no sense in being insurance rich and cash poor. Two factors are especially important here: first,
to determine what you most want in a policy and the premium that you can afford and will want to
continue to pay each year, and second, to use those parameters to guide your decisions.

In this step, we’ll help you understand your needs and preferences in terms of the options available.
That way, you are prepared, educated, and able to assess agents, insurance companies, and policies to

make the best decision for you.
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1 UNDERSTANDING DIFFERENCES IN CORE COMPONENTS OF THE
POLICY

Every disability insurance policy has certain core definitions and parameters that can differ from com-
pany to company. These include the amount of the benefit, how disability is defined, how sickness is
defined, the benefit period, and the elimination period. The following questions will help you under-

stand what different core definitions mean to you and your situation.

Is your current salary your sole source of income?

Yes No

If your salary is your sole source of income, it may be important to get the maximum amount of cover-
age you can afford. If you have passive income (such as from rental properties) that you could count
on even if you were disabled, getting maximum coverage may be less important. Benefit amounts can
vary from company to company, and the benefit can either be calculated as a percentage of your regular
income (typical on a group policy) or be a flat amount (typical on an individual policy). Individual poli-
cies will often offer a benefit that equals 70 percent of after-tax earnings, but some may go as high as
75 percent. Working with an advisor who has access to multiple companies will allow you to obtain the

maximum amount of coverage.

If you were unable to do your current job because of a physical disability, is there other
work you are qualified to do (assuming you could do it if disabled)?
Yes . No

The definition of disability will vary from policy to policy. The disability definition is the most impor-
tant part of the policy because everything else stems from it. Some policies pay benefits only if you
are unable to perform the duties of any occupation for which you are reasonably qualified by training,
experience, and education. A typical definition may read, “You are unable to perform with reasonable
continuity the substantial and material acts necessary to perform your regular occupation in the usual
and customary way.” Other policies pay benefits if you are unable to perform the major duties of your
own occupation. A feature called “own occupation” used to be common. However, depending on the
definition in current contracts, it’s not always necessary.

What follows is a list of different definitions of occupation that may exist in a policy:

*  Pure/True Own Occupation—This definition allows you to be paid the monthly benefit
amount, even if you are working elsewhere, so long as it is another occupation. Some carriers
offer an own-occupation specialty definition. This definition might be necessary for you if you
have a skill, such as being a surgeon, that could be transferred to another individual. Without
this type of definition, you could be expected to teach or become involved in some related
discipline within the medical field, and as a result, might not be considered totally disabled. Be

careful if you have a dual occupation.

* Transitional Occupation—This particular definition of disability is not commonly offered.

It works in much the same way as the “own-occupation” rider, but it offsets the benefit based
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on your new earnings. In other words, the carrier will continue to pay the benefit while you
are working in a different occupation, but the benefit may be reduced by a proportion that is

contingent upon your new earnings.

*  Modified Own Occupation, Not Working Elsewhere—This definition allows you to be
paid if you cannot do the duties of your occupation and are not gainfully employed elsewhere.

Working, or not, then becomes the choice of the claimant.

* Any Occupation, Unable to Work Elsewhere—This definition will allow you to be paid only
if you cannot do the material duties of your occupation and you are unable to work elsewhere
by reason of education, training, and experience. (Some carriers even include prior economic

status in the list of reasons.) This definition gives the carrier more control of the claim.

There can also be a variation of the above definitions in which one definition (usually own occupa-
tion) is used for a period of a few years and then another definition (usually any occupation) is used. This
is less desirable to the insured because it’s designed to protect the company from those who are able to
return to work but prefer to stay on disability. If you returned to work and there was a loss of income, and
you had a residual benefit option (you are paid if you are unable to earn a certain amount), you could be
paid under the loss of earnings definition, which we’ll describe later in the workbook.

Determining which type of benefit is best for you can be tricky. You should carefully consider the
nature of your current occupation, how long you have been in your current occupation, and whether
you've been trained for other types of work that may be less or more physical. You should also discuss
the issue with your advisor.

A final component of the definition of disability is the concept of presumptive disability (this is
how it is identified in the contract). All policies include a statement of presumptive disability—a level
of disability that automatically qualifies you for full benefits for the complete benefit period. It usually
involves the loss of one or more of the following: sight in both eyes (below 20/200); speech; hearing in
both ears (not restorable with the use of a hearing aid); use of both hands; use of both feet; or use of one
hand or one foot. If you suffer from these types of disabilities, you aren’t required to prove the level of

your disability. The insurance company presumes you will not recover.

Are you young and in good health?
Yes . 'No

Another definition that you should check carefully is the definition of “sickness.” It is better if the
wording in the policy is “when it first manifests” rather than “when first contracted.” The difference
between the two is significant, especially, for example, if the disability is caused by cancer. Under the first
definition, even if cancer existed when the policy was issued but it had not yet appeared or would not
have caused a prudent person to seek medical attention, it would be covered. Under the second defini-
tion, it would not be covered if it could be proven to have existed prior to the effective date of the policy.
This difference may not be as crucial if you are young and in good health. The chances of your having
a serious illness at the time that you buy a policy are not as great when you are younger and/or in good
health as when you are older and have some health concerns. Unfortunately, as we age, our risks for a

variety of types of illnesses increase, and we may be ill without realizing it when we buy a policy.
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Is maintaining the affordability of a policy more important to you than getting the
maximum coverage possible?

Yes No

When choosing your policy, you can decide what benefit period you want. Typically it’s 2 years, 5 years,
or until age 65, 67, or 70. This means that if you became disabled, you would receive benefits for 2 years,
5 years, or until you reached the specified age. Some policies even allow you to renew the policy after
the stated age for 1- or 2-year periods, but you have to reapply. Obviously, the more comprehensive the
coverage, the less risk you will incur. But it also comes with a higher price tag. A policy with a 2-year
benefit period, for example, might cost only 15 percent of a policy that offers benefits to age 65. Working
with an advisor can help you get the maximum amount of coverage at affordable rates. Still, you'll need
to balance your coverage needs with your budget. It’s also important to note that with group insurance

policies, you cannot dictate the benefit period.

Do you have income protection for at least 6 months, either through short-term
disability insurance or through money saved in liquid assets?

Yes No

After a qualifying disability occurs, there is a waiting period before you can begin receiving benefits.
This is usually referred to as an elimination period. The shorter the elimination period, the more costly
the policy. On a group policy offered by an employer, the elimination period will usually dovetail with
the benefit period for the employer’s short-term disability program (to eliminate any gap in coverage,
though benefit amounts may differ slightly). Elimination periods can vary from 1 month to 1 year,
although 90 days is the norm. If you have short-term disability insurance or a strong emergency fund,

you may want to choose a longer elimination period in order to pay lower premiums.

Is maintaining the affordability of a policy now more important to you than maintaining
consistent premiums in the long run?

Yes No

Today, most policies are either guaranteed renewable or noncancelable. Most policies are noncancel-
able in the base contract, but some insurers offer the option to make them guaranteed renewable. But
what does either condition mean?

A guaranteed renewable policy guarantees that the insurer cannot terminate the policy as long as
the premiums are paid, and the insured doesn’t have to reapply at any point to continue coverage. With
a guaranteed renewable policy, premiums cannot be raised based on an individual’s circumstances, but
they can be increased for an entire class of policyholders. No other aspect of the policy can be changed
for the life of the policy, which is usually to age 65.

A noncancelable policy takes guaranteed renewable a step further. It offers the same parameters
or protections that guaranteed renewable offers but also specifies that premiums can never be increased.
Most policies today automatically include this parameter.

Nevertheless, some long-term disability policies are valid for just a certain term—usually anywhere
from 1 to 5 years. After that time, they need to be renewed by the insured, which means you would have

to reapply for the coverage, go through the underwriting process again, and likely pay a higher premium
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based upon your age. Few insurers offer it, however. It is only with special risk carriers, and that means
the premiums are going to be more expensive since it is a “special risk.” Policy terms leave you open to a
cancellation of coverage because you have to re-qualify with medical underwriting after the expiration
of each policy term. If you are found ineligible, then you will have NO coverage. It is very much in the
best interest of the client primarily for that reason, secondarily for premium stability.

But here’s the problem. A noncancelable policy can be substantially more expensive than a guar-
anteed renewable policy, as you would imagine. And when a company does offer the option to make a
policy noncancelable rather than simply guaranteed renewable, the premium could be 50 percent greater.
You're paying that additional cost to protect yourself against a potential, unknown, and uncertain pre-
mium increase. Yet the company may not ever increase the premium. So you need to weigh that protec-
tion against the substantial cost increase. If you have a limited budget for disability insurance, you may

want to seek out an insurer that allows you to downgrade to guaranteed renewable.

2  IDENTIFYING THE ADDITIONAL POLICY COMPONENTS THAT ARE
RIGHT FOR YOU

A disability policy allows plenty of options for customizing your coverage to best fit your needs. Indi-
vidual policies allow you to pick and choose policy features (remember from the introduction, these are
known as riders) that impact coverage and premiums. With disability insurance policies, however, there
can be big differences from company to company and policy to policy in terms of which policy compo-
nents are automatically woven into the policy, which are offered as optional riders, and which are not
offered at all. The following questions will help you determine which configuration and policy riders

would be most appropriate for you to consider.

If you could only work part-time, would you earn enough income to maintain your
lifestyle?
Yes . ' No

A partial disability is one that keeps you from doing part of your job or from working full-time. A
residual or partial disability rider covers you if you go from being totally disabled to being able to return
to work part-time. With this rider, you would collect a percentage of the total benefit based on your loss
of earnings. Some policies require you to be totally disabled for a period of time before the insurance
company will pay a residual or partial disability claim. This is an important point to clarify. If you could
not survive on part-time income, you may want to consider this rider, which may also include a recovery

benefit (see below for an explanation).

Are you concerned about your ability to do other types of work if you weren’t able
to fulfill the duties of your current job? Or are you worried about the health of your
business if you are a business owner?

No

The extended/transition benefit allows a person who is no longer under the doctor’s care to be paid as

if he or she was still disabled (even though he or she has returned to work full-time) as long as there is
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more than a 20 percent loss of income. This allows a doctor, a CPA, or a small business owner whose
income or practice diminishes while that professional is disabled to return to work and still be paid
while the business is being rebuilt. Benefits under this provision would continue to be paid until income
reaches 80 percent of pre-disability earnings. Some companies offer this benefit for different periods of
time (e.g., 12 or 24 months), while others offer it for the full benefit period (age 65). If you are the sole
proprietor of or run a small business that depends on you, this may be an important benefit to consider
in your policy.

Another form of an extended benefit is a recovery benefit. This is a lump sum paid to the claimant
immediately following recovery from a partial disability. This is an extra incentive to go back to work.
This lump-sum amount varies by carrier, but usually it is in the range of 3 to 6 times the monthly benefit
amount; it can be less, though, depending upon how long the claimant was receiving a benefit.

Some policies have return-to-work or rehabilitation provisions that enable the insurer to pay for
training, modifications to your work environment, or other services that assist you in returning to work.

If a return-to-work policy provision is not listed, ask for the insurer’s practice in this area.

Could you survive on less income than you currently earn?

Yes No

Certain policies provide a benefit called a lost income provision to make up for your loss in income if
you must take a lower-paying job because of your disability. If it would be extremely difficult to make
ends meet if you made less than you are currently making, this provision may be important to you. (This

is the duty of the partial/residual disability rider.)

Do you have savings or passive income that could cover your income needs if you had an

additional waiting period in the case of a disability relapse?
No

Some policies require a new waiting period before you could begin to receive benefits in the case of a
recurrent disability. But most policies don't require you to wait before receiving benefits if you go back

to work after recovering from a disability and have a relapse within a specified period, such as 6 months.

Are you concerned about inflation?
Yes . ' No

A cost-of-living adjustment or inflation benefit provides for periodic increases in the amount paid to
the insured. These usually correspond to increases in the cost of living, and they can be based upon the
consumer price index (CPI) or a fixed percentage increase (e.g., 4 percent). Most carriers prefer to use
the CPI. Typically this benefit commences 1 year after a claim starts to pay, but it would actually be a
longer period from the point of disability when you add in the elimination period. For example, a policy

with a 90-day elimination period would have a cost-of-living adjustment at 15 months.

Do you expect your income to continue to increase over time, and would you like to
increase your benefit amount as your income increases?

Yes No
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A future increase option allows someone who is underinsured to apply for additional coverage based
solely on financial underwriting, without any medical underwriting. This is especially beneficial if you
were to develop health issues. This option is usually offered at certain intervals until a specific cut-off

age, but keep these three different variations of a future increase in mind:

*  Optional Increase: You may apply once per year for a coverage increase when you experience

an increase in earnings.

*  Benefit Update: This version provides an opportunity to increase coverage at predetermined

intervals of time.

*  Future Purchase Option: If you purchase an increased amount of coverage, it will come from

a pool you've previously purchased.

Premiums for coverage obtained through this type of option will be based on the company’s current
premium schedule, the type of policy offered at that time, and your age at the time you apply for the
increase. Future increase premiums are nof based on the premiums of the original policy. This option
is very important because your health is never guaranteed. No medical underwriting ensures that you
will be eligible for coverage as long as you qualify financially. It may be especially important for small
business owners who are still in the start-up phase and don’t have a history of income in the business to

prove insurability.

Do you have a family history of mental health issues or substance abuse issues or some
other circumstances that increase your risk of developing these types of conditions?

Yes No

Policies usually pay benefits for a maximum of 2 years in the case of disabilities resulting from mental
health problems or substance abuse. However, these limits usually dont apply when mental health
problems or substance abuse require institutionalization. A few companies have dropped this limitation.
If you are concerned about these issues, you may want to consider researching those companies that offer

benefits for the full period.

Do you have financial resources that could cover your long-term care if you became
severely disabled and were unable to care for yourself?

Yes No

A catastrophic disability benefit rider provides a monthly benefit in addition to your monthly disability
benefit (and social insurance supplement, if on the policy) in the event that you become catastrophically
disabled solely due to an injury or sickness and lose the ability to perform two or more activities of daily
living without assistance, become cognitively impaired, or become presumptively disabled. If any of
these things happen, the carrier will “presume” you are totally disabled for the rest of the benefit period.
This benefit would obviously be important if you became disabled in a way that made it impossible for
you to care for yourself. If you required special care for the rest of your life, do you or your family have

the resources to pay for the additional costs of that care?

40 The Questions and Answers on Disability Insurance Workbook



Copyright ©2012 Tony Steuer

Long-term care insurance is usually a much more attractive alternative when considering the cata-
strophic rider. In general, this type of rider is more costly than a long-term care insurance policy. And
long-term care insurance is usually easier to qualify for and lasts for your entire life, not just until age 65

or thereabouts.

Are you concerned about whether or not you can count on Social Security Disability
Insurance if you were to become disabled?
Yes No

The supplemental social insurance rider pays an extra benefit if you meet the insurance company’s
definition of total disability but not the criteria for Social Security Disability Insurance (SSDI). If you
have passive income or other financial resources are available to you, this may not be an important con-
sideration. But considering that more and more Social Security disability claims are being rejected, if
you are concerned about meeting your financial needs without it, you might carefully consider this ben-
efit. Most people purchase this supplement in order to decrease the cost of their premiums. Premiums
are lower because the insurance company carries less of a risk if they know that Social Security might
offset the benefit amount.

Use your answers throughout this step and the information provided on policy components to fill out
the worksheet provided. Be sure to bring this worksheet with you to any meeting with an agent or an
advisor and use it as a point of comparison when assessing any policy (note that you'll be given tools for

that process in step 7).
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Base benefit amount

O It is important to me to
maximize my benefit amount,
even if it means paying more in
premiums.

O Maximizing my benefit amount is
less important to me than keeping
my premium low.

Disability/occupation definition

O | want to make sure that | am
covered fully if | cannot perform
the duties of my current job.

O | could potentially perform

other jobs if | were to become
disabled in some way, so
complete coverage under my own
occupation is less important to me.

Definition of sickness

O It is important to me that the
policy cover any illness based
on “when it first manifests.”

O It is fine with me that the policy
cover illnesses based on “when
first contracted.”

Benefit period

O It is important to me to
maximize my benefit period,
even if it means paying more in
premiums.

O Maximizing my benefit period is
less important to me than keeping
my premium low & getting as much
coverage as | can afford.

Waiting/elimination period

O | would prefer a shorter
elimination period, even though
it will mean higher premiums.

O | would prefer a longer
elimination period with lower
premiums.

Guaranteed renewable policy

O It is important to me not to
have to reapply for a policy &
possibly face higher premiums
later in life.

O I'm concerned about the cost of
disability insurance now & might
consider purchasing a policy

with a time limit to have lower
premiums.

Noncancelable policy

O It is important to me to
ensure that my premiums don't
increase in the future, even if it
means paying more now.

O It is important to me to keep my
premium reasonable now, even if
it means it might increase in the
future.

Residual or partial disability
benefit

O It is important to me to have
a residual or partial disability
benefit.

O It is not important to me to
have a residual or partial disability
benefit.

Extended/transition benefit

O It is important to me to have
an extended/transition benefit.

O It is not important to me to have
an extended/transition benefit.

Recovery benefit

O It is important to me to have
a recovery benefit & as large a
recovery benefit as possible.

O It is not important to me to have
a recovery benefit.

Lost income provision

O It is important to me to have
a lost income provision.

O It is not important to me to have
a lost income provision.
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Return-to-work or rehabilitation
provision

Recurrent disability waiting
period

O It is important to me to have
a clear & strong provision for
rehabilitation coverage.

O It is not important to me to
have a clear & strong provision for
rehabilitation coverage.

O It is important to me to have
no waiting period for a disability
that recurs in a given period of
time.

O It doesn’t matter to me if there
is a waiting period for a disability
that recurs.

Cost-of-living/inflation
adjustment

O | would prefer that the policy
stipulate a flat percentage
adjustment.

O | would prefer an adjustment
tied to the CPI, to follow inflation
trends.

Future increase option

O | expect my salary to
increase & want to explore
various future increase
options, even if it means higher
premiums.

O If my salary increases in the
future, | will apply for more
coverage. For now, | want to keep
my premiums affordable.

Mental health/substance abuse
benefits

O It is important to me to have
no limitations on mental health/
substance abuse disabilities if

at all possible.

O Limitations on mental health/
substance abuse disabilities are
not a concern for me.

Catastrophic disability benefit

O | would prefer to receive an
additional benefit in the case of
a catastrophic disability.

O I am not interested in receiving
an additional benefit in the case of
a catastrophic disability.

Supplemental social insurance
benefit

O | would prefer to receive

an additional benefit if | am
totally disabled but don’t qualify
for Social Security disability
benefits.

O | am not interested in receiving
an additional benefit if | am totally
disabled but don't qualify for

Social Security disability benefits.
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When considering different policy options, keep in mind that each carrier offers only certain riders per
policy and may offer different riders than those listed here. And don’t make a decision to add any rider
too hastily. Many of these riders are more profitable for the insurance carrier than for you as the insured.
The most important thing is to identify your key priorities and ensure that those priorities are met as
well as possible, given what you are willing to spend on premiums.

Now that you better understand the nuances of disability insurance, it’s time to explore the factors

that could impact your eligibility or your premium rates.

44 The Questions and Answers on Disability Insurance Workbook



Copyright ©2012 Tony Steuer

IDENTIFY THE FACTORS THAT CAN
IMPACT COVERAGE AND RATES

Whatever benefit configuration you've chosen, you need to be prepared for the fact that certain factors
in your life, including your financial history, your occupation, and your health and medical history, will
play a major part in determining whether you can obtain coverage and with which options. Before they
issue a policy, most companies review these factors and consider any other disability coverage that person
has. Based on this information, an insurer may offer limited or modified coverage.

Think of these factors like a credit rating. In finance the better your credit score, the more favorable
your interest rate. The worse your credit score, the more you'll pony up. With disability insurance, good
“credit scores” are known as standard rates. Certain occupations, along with good health, good medical
history, and good physical fitness, can earn you good credit scores and thus better rates. This is what an
insurance company likes to see. A lower credit score (i.e., riskier occupations and poorer health and fit-
ness) results in a declined policy or a policy with limited benefits and/or exclusions, which factors in the
higher level of risk an insurance company believes it’s taking on to insure you. The adjustments can be
significant if you are in a very risky occupation like construction work or if you have a major condition
like cancer or heart disease; the adjustments can be relatively minor if you are a supervisor of manual
laborers or if your height-to-weight ratio isn’t optimal.

These rates are determined during the life insurance company’s underwriting process, which, to
stick with our credit-score metaphor, is like a “credit check” on your income, your occupation, and your
health. Different insurance companies have different underwriting standards. Because the standards will
determine the rates you pay, you'll want to be well aware of the standards used by the insurance company
you're working with before you sign on the dotted line.

Even though standards can vary, industry-wide basic elements of underwriting for disability insur-
ance apply in most situations. More details on the underwriting process are to come in part II, including
a complete checklist/questionnaire to help you prepare for a meeting with an agent or advisor. For now,
spend a few moments taking a good look at your financial eligibility, your occupational eligibility, and
the health factors that could affect your eligibility, policy components, or rates.
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1 = ASSESSING YOUR FINANCIAL ELIGIBILITY

Because the whole purpose of disability insurance is to replace your income in the event of a disability,
your finances play a very important role when you are considering disability insurance. If you are con-
sidering large amounts of coverage or if the insurance you are requesting is tied to a business, insurance
companies will likely ask you questions about your financial life. This is called financial underwriting.
Your income and net worth compose a significant part of the underwriting process. Your income, as well
as how that money is earned, will dictate the amount of coverage offered.

What an insurance company will be looking for is an insurable interest, meaning that a specific need
or financial logic underlies the coverage. If someone who makes $45,000 a year requested an annual
benefit of $100,000, the insurance company would question the insurable interest and would decline the
case, as there would be a disincentive for the insured person to continue working. Also, when someone
has assets greater than a certain amount—let’s use $5 million—the insurance company would question
why that person would need income protection at all. With $5 million, the individual could likely live
off of that for some time or use it to earn passive income. Insurance companies are also looking for fraud.

You, as an individual applicant, may have to justify to the insurance company the amount of cov-
erage applied for. Disability insurance companies are sensitive to the over-insurance problem—where
someone is insured for a high percentage of earnings or a large benefit amount. When someone applies
for a large amount of insurance, there has to be a reason why. Financial underwriting seeks to find out
why, and to ensure that the amount of coverage can be justified. Therefore, the amount of coverage bears
a definite relationship to the applicant’s net worth and income. The underwriter needs to know the
purpose of the coverage applied for. This helps the underwriter determine if the beneficiary’s economic
loss—in the event of the insured person’s disability—is in line with the total amount of insurance inforce.

If you don’t have an income history—either because you are young and just getting started in your
career or because you've recently started a business or become self-employed—you’ll have a hard time
qualifying for coverage. If you have no income to replace, how can the insurance company justify selling
you a policy? That said, some simple, low-benefit starter packages are available, and you might be able
to get some form of a future increase option attached to it so that once you have a solid income history,
you can increase your amount of coverage.

Answer the following questions to determine whether you meet the minimum standards to qualify

for coverage.

Do you work full-time (30 or more hours weekly)?

Yes No

Do you work year-round (seasonal workers are not insurable)?

Yes No

Have you worked 6 months or more in your current job, or can you document prior experience in a

related field or established contracts if you are self-employed or own a business?

Yes No
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UNDERSTANDING HOW YOUR OCCUPATION AFFECTS YOUR
ELIGIBILITY

Because different types of jobs come with different risk factors for disability, disability insurance com-
panies look at your occupation closely. Even if you aren’t injured on the job, certain occupations increase
your risk for certain problems that can lead to disability. For instance, doing strenuous manual labor for
most of your career can cause musculoskeletal problems that can lead to an injury either on or off the job.

The insurance industry breaks occupations into classes based on risk factors. That classification
takes into account daily duties on the job. The better the risk factors for a class, the lower the premium.
The occupation doesn’t necessarily gauge the risk; rather, it gauges the nature of business. Not all insur-
ers will cover those occupational classifications with the greatest risk.

In the following worksheet, put a check next to the description that best matches your occupa-
tion. These descriptions are based on fairly standard classifications in the disability insurance industry.
Remember, underwriting may vary from carrier to carrier, and these are just common examples of what

may be expected.

YOUR OCCUPATION AND YOUR PREMIUMS

Occupations such as architects, CPAs, & attorneys | Lowest premiums

Professionals & select white-collar occupations, such

as school principals & bank officers

Professionals in technical or managerial positions

with office duties only

Supervisors of those who perform manual duties or
skilled & technical workers, such as court reporters &

other clerical positions

Workers with manual labor duties; dance instructors
& hair stylists also fall within this classification

The most hazardous occupations based on claim

experience, including fork-lift operators, mechanics,

Highest premiums, if covered

& construction workers

Medical fields are a separate
Those in medical fields such as general practice, oph- | classification; these fields have
thalmology, or psychiatry lower premiums because the

risks are lower.

Those with surgical duties are
at a higher risk because the
Those in the medical fields such as surgery simple inability to perform
surgery results in disability &

so premiums are higher.
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3  EVALUATING YOUR HEALTH ISSUES

Numerous health factors can impact your eligibility for coverage, your rates, or your options for cover-
age, including whether some conditions are covered or not.

To help you better understand your personal health factors, we've created a worksheet that presents
a series of questions about existing conditions and describes the potential impact your answers may have
in the underwriting process. The final decision by the insurance company will be based on whether
the issue is current or in the past, the severity, the treatment, etc. Your answers on the worksheet won't
give you any guarantee of coverage during an insurance company’s underwriting process, but they will
give you a general idea of what you can expect. Underwriting can vary from carrier to carrier; these
are just some of the health issues you can expect an interviewer to ask you about. The ratings shown
are additional premium charges, usually calculated as a percentage or multiple of the base premium. An
experienced insurance advisor can help you sort through the process and get you the best offer from a

suitable company.

e N HOW IT COULD AFFECT YOUR
S GCo © COVERAGE & PREMIUMS
DECLINE EXCLUSION | RATING

- O Yes . .

Do you have arthritis? O No Possibly Possibly
O Yes ;
?
Do you have asthma® 0 No Possibly
Do you have back problems or have O Yes Likel
you been treated for back problems? | O No y
. O Yes .
?
Have you had a cesarean section? O No Likely
Do you currently suffer from O Yes
depression (and are being treated for ON Possible Likely 0-100%
it)? ©
Have you been treated for depression | O Yes Possible 0-50%
in the past? O No
. O Yes . 50—
IP
Do you have diabetes® O No Possible 100%
Do you use recreational drugs or have | O Yes . o
you been treated for drug addiction? | O No Likely 25%
I O Yes -
?

Do you have fertility issues® O No Likely
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O Yes .
Do you have gout? 0 No Likely 0-50%
Do you have hypertension (high blood O Yes
pressure) or have you been treated ON 0-25%
. o
for it?
O Yes .
Do you suffer from memory loss? O No Likely
Do you smoke or use tobacco O Yes
products or have you done so in the 25%
O No
past?

In addition to various medical conditions, your physical fitness, specifically your weight, can impact your

premiums.

What is your height?

What is your current weight?

Now, looking at the following table, use your height and weight information to find out whether your

current weight will put you in a special rate category.

HEIGHT, WEIGHT, & RATINGS

WEIGHT RANGE RATINGS FOR WEIGHTS OUTSIDE OF RANGE
HEIGHT FOR BASE RATE 25% 50% 75% 100% 150%
5’0" 92-179 180 194 204 209 217
5'1" 94-184 185 199 209 214 223
52" 96-188 189 203 214 219 227
5'3" 99-193 194 208 219 225 234
5'4" 102-198 199 214 226 231 240
5'6" 104-204 205 220 232 237 247
5'6" 107-209 210 226 238 244 2563
5'7" 110215 216 233 245 251 261
5'8” 113-221 222 238 251 2567 267
5'9" 116-226 227 244 257 263 274
5'10” 119-233 234 2562 265 271 282
511" 122-238 239 257 271 278 289
6'0" 126-245 246 265 279 286 297
6'1" 128-2561 252 271 285 292 303
6'2" 132-257 258 278 293 300 312
6'3" 136-264 265 285 300 308 320
6'4" 139-272 273 294 310 317 330
6’6" 143-280 281 302 318 326 339
6'6" 148-289 290 312 328 336 343
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What Is the Medical Information Bureau?

If you have ever applied for life, health, or disability insurance, chances are you're in the Medical Infor-
mation Bureau’s (MIB’s) database. MIB is a valuable asset to both the life insurance industry and the
insurance-buying public because by helping to detect insurance fraud—which runs up claim costs,
which in turn affect everyone who pays disability insurance premiums—it keeps premium costs lower.

MIB is an information clearinghouse that stores information about processing and underwriting
cases gathered from more than 600 insurers. Member companies send an inquiry to MIB and receive a
short, coded report with data on the applicant’s medical history and other relevant underwriting infor-
mation that helps the company assess the risk of the applicant. MIB carefully guards the privacy of the
information in its database: only member companies may access it. All MIB member companies must
agree to a strict set of standards for use of the data provided.

MIB is a taxpaying organization, supported by assessments from member insurance companies
based on their total insurance in force and business written in the previous year. It is estimated that 90+
percent of the individual life insurance policies and 80 percent of the health and disability policies issued
in the United States and Canada are subject to the MIB system. This is done through member compa-
nies and reinsurance treaties that nonmember companies have with member companies.

It’s not a bad idea to get a peek at the information this bureau has on you. You can get an annual
record disclosure without charge. Just call MIB’s toll-free number: 866-692-6901 (866-346-3642 for
hearing impaired). According to the MIB website (www.mib.com), here are a few things to keep in

mind once you decide to submit a record request:

* Ifyou have not applied for individually underwritten life, health, or disability insurance within
the last 7 years, MIB will not have a record on you.

*  You'll need to give personal identification information to help MIB locate your record, if one
exists, and they may verify the identification information you provide with other consumer

reporting agencies.

*  You will be asked to certify under penalty of perjury that the information you provide about
yourself to request MIB disclosure is accurate and complete and that you are the person who

is requesting disclosure.

Upon receipt of your (a) request for a Record Search and Disclosure, and (b) proper identification,
MIB will initiate the disclosure process and provide you with the nature and substance of information,
if any, that MIB may have in its files pertaining to you; the name(s) of the MIB member companies,
if any, that reported information to MIB; and the name(s) of the MIB member companies, if any, that
received a copy of your MIB record during the 12-month period preceding your request for disclosure.

You have the right to correct any inaccurate or incomplete information that may be in the record.

How are you feeling at this point in evaluating your health? Encouraged? Discouraged? Use the
space below to write out your biggest concerns when it comes to your health. That way you’ll be better
prepared once you meet with an insurance professional. (For more details, see the “Tips for Preparing
for Your Underwriting Physical” checklist in step 7.) Also, think about which aspects of your health
you can control and which you can’t; write out, for your own sake, which healthy habits you can begin

today—and which unhealthy ones you can discard.
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L/

E{ Notes

Honesty Is the Best Policy

Before we leave the topic of your health, there’s one more important thing you should know. It probably
goes without saying, but when it comes to the underwriting process, honesty is the best policy. Don’t fib
about or omit details, even though you think you might be able to get a better rate if you do. And here’s
why (apart from the ethical considerations): It could really come back to bite you at the time when you
need the coverage.

In some cases, when your disability insurance application is taken and you've sent in an initial pre-
mium payment, you'll receive a conditional receipt. A conditional receipt binds your disability insurance
coverage effective on the date of your application provided that the underwriting process determines you
are eligible for the coverage you applied for. This means that even if you are disabled the day after your
application is submitted, you will be eligible to receive a limited benefit (not the full benefit applied for,
typically). But if the reason you suddenly are disabled is in any way related to an undisclosed medical

condition—known or unknown—that the insurer or its third-party investigator discovers during the
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CHOOSE AN AGENT OR ADVISOR

It’s time to consider how to go about choosing a qualified disability insurance advisor to help you wade
through the options best for you—if, that is, you decide to work with an advisor. I recommend it; oth-
erwise, you won't get as objective an opinion as you'll need and assistance in obtaining the right policy
for you. If, however, you are very comfortable with your understanding of the prior chapters, going to a
website that offers disability insurance comparisons may seem like a viable alternative. However, since
disability insurance is much more intricate than some other forms of insurance, this could be a costly
error. Keep in mind that companies currently don't offer lower premiums depending on who or how a
policy is obtained.

But it’s not always as simple as it sounds when it comes to finding a qualified advisor.

The truth is, disability insurance historically has been sold and serviced by professionals dedicated
primarily to life insurance products. In today’s economy, however, even these professionals have become
rare. Almost all insurance salespeople are now called by such titles as financial advisor, financial con-
sultant, and financial planner. Consequently, not many advisors fully understand and acknowledge dis-
ability insurance—it is oftentimes overlooked.

The agent system has also changed. Years ago, almost all agents were what are called captive, which
means they sold products exclusively for the company with which they were affiliated. Today the major-
ity are brokers who represent multiple carriers. Some captive agents do sell other companies’ products;
others, however, still sell only their own products. This is important to find out and be aware of. The
advisors you choose from should represent multiple companies. If they represent only one company, they
can offer you only that company’s products—not necessarily the best products in the marketplace or the
best products for you. This is one more reason for you to shop around.

Also keep in mind that many fine people make their living selling insurance, but they depend on
making sales. This can affect their recommendations. For example, oftentimes an inexpensive disability
insurance policy with few riders will do the job effectively for the least cost. Yet even when a policy with
tewer riders will suffice, more coverage is aggressively sold with expensive and unnecessary riders. Why?
Simply because commissions are usually paid on riders. While that expensive purchase may be buying

you the best coverage available, you may not actually need all of that protection.
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With that in mind, here’s how this step is going to work. It’s fairly short and simple. First, ’'m going
to give you some advice on advisor referral services, which you can use to narrow down advisors in your
area and give you some qualifications to look for. Then I'll provide you with some worksheets to use
to help you further vet your prospective advisors before you meet with them; to help you fully prepare
yourself to meet with any advisor; and to provide you with some insight on what to look for from an

advisor during and after a meeting.

1 FINDING AN ADVISOR

Any person who sells disability insurance must be licensed. As with an attorney needing to pass the bar
in any state in which he or she intends to practice, life insurance salespeople are required to pass an
exam administered by each state’s department of insurance, as well as to enroll in continuing education
seminars on a regular basis. The representative you ultimately select must be licensed in the state where you,
the insured, either work or live. You can find a directory of these state departments of insurance at www.
lifeinsurancesage.com. The resources and compliance standards within state insurance departments can
sometimes be more lax in some states than in others. On most state insurance department websites, you
can research whether or not an insurance representative is licensed.

But state licensing is just one criterion. The following organizations are two good places to start
when you're looking for an advisor. (Note: Keep in mind that websites change, so if you can’t find what
you're looking for based on the website navigation I provide, just search for the organization name and

you're sure to find it.)

Society of Financial Services Professionals (SFSP) | www.financialpro.org

The SFSP—an organization I'm proud to be a part of—started off as an alumni organization for Certified
Life Underwriters (CLU) and Chartered Financial Consultants (ChFC). (More on what those terms
mean in a moment.) It has since expanded to include many other types of financial service professionals.

To use the online referral service, go to the website and look for a link offering consumers help
in finding a credentialed professional, or something similar. You can usually either use the name of an
advisor to get full background information or enter your location to get a list of credentialed advisors
near you. Be sure to select disability insurance when you're asked for a specialty. You'll get information
on each advisor’s designations, companies, years of membership with SFSP, products provided, and

contact information.

The Life and Health Insurance Foundation for Education | www.lifehappens.org

The Life and Health Insurance Foundation for Education is an excellent organization that provides
a wide variety of useful information. Their online referral service is funneled from the National Asso-
ciation of Insurance and Financial Advisors (NAIFA) database (www.naifa.org). While the standards
are lower than those of the SFSP, their database is useful, nonetheless. Outstanding advisors are to be
found through this site, and you can check out NAIFA’s website to get a better understanding of their

own standards.

Step5 55



Copyright ©2012 Tony Steuer

Visit the website and look for a button or link for “Getting Coverage” or something similar. Then
identify the agent menu or the “Agent Locator.” Again, you can search by name or location. You should
get a list of advisors and their contact information, but not their designations, so be sure to ask for those

when you contact an advisor.

What Do All Those Professional Designations Mean?

Disability insurance agents may earn such professional designations as Chartered Life Underwriter
(CLU) and Life Underwriter Training Council Fellow (LUTCF). Agents who also are financial plan-
ners may carry such credentials as Chartered Financial Consultant (ChFC), Certified Financial Plan-
ner (CFP), or Personal Financial Specialist (CPA-PF). These designations indicate that the agent has
completed advanced training, passed rigorous exams, and is serious about professional development.

There is also a Disability Income Associate (DIA) designation, cosponsored by America’s Health
Insurance Plans (AHIP), the International Disability Insurance Society, and the National Association
of Health Underwriters (NAHU). While the course one studies to receive this credential is fairly simple,
it does demonstrate that the agent elected to focus on disability, which is pretty extraordinary. According
to AHIP, people with this designation should have an “increased awareness of the risks and costs asso-
ciated with disability.” They should “fully understand employer-sponsored disability programs ranging
from sick leave benefits to long-term disability income plans, including their tax consequences and tax
planning considerations.” And they should understand “how disability income insurance fits into retire-
ment, estate, and long-term care planning.”

Beware of rogue-designated advisors. The designations they “earn” can be acquired by tak-
ing simplified courses over the Internet or merely by attending a weekend seminar. In other words,
these designations do not require any level of in-depth studying despite being close enough in name
or sounding impressive enough to imply mastery of a certain subject. (For example, there is a page on
the California Department of Insurance website [http://www.insurance.ca.gov/0200-industry/0050-
renew-license/0300-cont-education/Senior-Designations.cfm—specifically Table B] that lists such
designations.) This has become a source of concern for regulators and U.S. legislators. (Bottom line: if
your insurance advisor doesn’t have any of the professional designations I've listed above, meet with a

different advisor.)

2  PREPARING TO MEET WITH ADVISORS

While an initial meeting with an advisor may not be an in-depth analysis of your situation or needs
(Why go through that over and over again?), it’s best to be prepared for a variety of questions so that
any advisor you meet with understands that you are educated on the subject and are able to make smart
decisions based on your needs. You will also be able to discuss your priorities, and that will be important
when selecting an advisor.

Bring this workbook with you and reference the various worksheets you've completed in part I. In
addition, fill out the following worksheet. Note that these questions are also the questions any insurance

company will ask you as part of the prescreening and application process.
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MEETING PREPARATION QUESTIONNAIRE

Occupation Information

What is your occupation?

What are your daily duties (office administrative, managerial, technical, etc.; do they involve physical labor or

regular travel)?

Do you work for the private or public sector?

Are you self-employed? . Yes'  No

For how long?

How many employees do you have?

What is your percentage of ownership?

Do you work in your home?

If so, what percentage of your time is spent outside of the home conducting business?

If you are an independent contractor or business owner, what is your net income after business expenses?

If you are a W-2 employee, what is your gross income?

Other Income Protection

Do you have any in-force coverage, through either a group or an individual plan? ' Yes . ' No

If you are covered under a group plan:

What percentage of your income is covered?

What is the monthly benefit maximum?

Who pays the premium?

Health Information

What is your height and what is your weight?

What'’s your tobacco usage (cigarettes, pipe, cigars, chewing tobacco, etc.)?

Is there anything significant about your health history?

What medications do you take, and for what health conditions?

Have you ever received counseling? Yes No
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Have you ever taken antidepressants? . Yes . No

Lifestyle Information

Do you do any foreign travel? | Yes(  No

If so, where do you travel?

How long are your trips?

How often do you travel?
Have you had any significant citations on your driving record within the past 3 years?

Do you participate in hazardous sports? Yes No

N

E{ Notes

Yes
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An insurance company will also want to verify your earned income, usually for the past 2 years.
Earned income is primarily proven through tax documents. Why? Because earned income is not your

gross or net income, it’s your income after certain types of deductions. For instance:

e Ifyou are employed and paid monthly, weekly, or hourly, your earned income is your W-2

wages minus your pretax deductions.

* Ifyou are paid on commission (through a W-2), your earned income is your W-2 wages after

pretax deductions, minus any renewal commissions.

* Ifyou are a business owner or professional in private practice, your earned income is the
amount remaining after such expenses as rents, depreciation, utilities, transportation, invento-

ries, etc.

The type of income verification will depend on how you receive income. While you don’t necessarily
need to show a potential advisor this documentation, you will need to show it to the insurance company
eventually, and the advisor will want to know the information, so you might as well pull it together now.
The table that follows shows the required income documentation for different types of applicants with

different forms of compensation.

INCOME DOCUMENTATION REQUIRED WITH

INDIVIDUAL DISABILITY POLICY APPLICATION

Student, resident, new professional Not required

—Most current 1040, including all schedules and W-2s

—If income is salary only, then year-to-date pay stub showing at
W-2 employee least 6 months of wages

—If income is reported via a 1099, then most current 1040,
including all schedules

Sole proprietor Most current 1040 and Schedule C

C-corp owner Complete W-2s & 1120, if 50%+ owner

Complete W-2s & 1040, Schedule E
OR Corporate Tax Return Form 1120S & Schedule K-1

S-corp owner

Partnership owner Complete 1040, Partnership Form 1065, Schedule K-1

LLC or LLP owner See corresponding type of business tax return

Note that you will also have to document any unearned income from investments, rental properties,
royalties, etc., that you want the insurance company to consider in calculating your coverage.
The preceding checklists and tables should help you prepare for your meeting, but you should be

prepared mentally as well.
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Rules for Making Smart, Thoughtful Decisions

*  Make sure that you do not feel rushed through the process; a good deal will still be there

tomorrow (don’t delay unnecessarily, though).
* Ifitlooks too good to be true, then it probably is.
*  Practice saying NO.
*  Don't sign anything until you've had adequate time to review the material.

* Inform the advisor that you need to go over the material with someone else first. If he or she
discourages you from this or tells you this is a one-time deal and you have to act now, draw

the meeting to a close and make an appointment to see a different advisor.

3 COMPARING AND ANALYZING INFORMATION

Use the forms provided as you conduct your research and after you come home from an initial meeting
to track information on each of the advisors you are considering. I recommend that you meet with at
least three potential advisors, so I've provided columns in the advisor analysis table that follows to help

you compare and contrast the qualifications of three certified professionals.
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ADVISOR INFORMATION

Advisor 1

Name:

Company (if applicable):

Office address:

Office phone number:

Email address:

What services other than disability insurance does the advisor provide?

Advisor 2

Name:

Company (if applicable):

Office address:

Office phone number:

Email address:

What services other than disability insurance does the advisor provide?

Advisor 3

Name:

Company (if applicable):

Office address:

Office phone number:

Email address:

What services other than disability insurance does the advisor provide?
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ADVISOR ANALYSIS: EXPERIENCE, LICENSES,

PROFESSIONAL DESIGNATIONS & ASSOCIATIONS

Advisor 1 Advisor 2 Advisor 3

Last name

Years of experience

Employed by life insurance company or independent/part
of an advisory firm? (Employed or Independent)

Licensed with state insurance department? (Yes or No)

Any issues noted in state insurance department’s
records? (Yes or No; make notes in comments section
below.)

A Certified Life Underwriter (CLU)? (Yes or No)

A Life Underwriter Training Council Fellow (LUTCF)?
(Yes or No)

A Chartered Financial Consultant (ChFC)? (Yes or No)

A Certified Financial Planner (CFP)? (Yes or No)

A Personal Financial Specialist (CPA-PF)? (Yes or No)

Do you suspect the advisor is “rogue-designated’? (see
page 56)

Additional comments:
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AFTER THE MEETING

Use the following questions to help you reflect on your meetings with advisors. Make notes in the provided space

for each advisor.

1. What's your gut feeling—positive or negative? Why?

Advisor 1:

Advisor 2:

Advisor 3:

2. What happened when you told the advisor you needed to look over the material with someone else?
How did he or she respond? What does his or her reaction tell you about what kind of person he or she
is?

Advisor 1:

Advisor 2:

Advisor 3:
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3. How would you rate the advisor on a scale of 1 to 5 (1 being not attentive at all to your personal needs,

5 being very attentive)?

Advisor 1:

Advisor 2:

Advisor 3:

4. How would you rate the advisor on a scale of 1 to 5 in terms of his or her attentiveness to your basic
personal financial information, assets, and debt with regard to how that information informed his or

her recommendations to you (1 being not attentive at all, 5 being very attentive)?

Adpvisor 1:

Advisor 2:

Advisor 3:

5. Was the advisor’s information-gathering process thorough? Did he or she seem to weigh in on your

specific needs or simply give a cookie-cutter pitch?

Advisor 1:

Advisor 2:

Advisor 3:

6. How did you feel about the costs of any policies discussed? Did the potential premiums look like theyd

fit your price range?

Adpvisor 1:

Advisor 2:
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7. Was the advisor able to adequately and concretely demonstrate the workings of each policy and to

explain what everything on any proposals or illustrations meant? Explain.

Advisor 1:

Advisor 2:

Advisor 3:

8. Did the advisor seem honest, authentic, transparent? If the attention was more on you and your needs
than selling you a policy before you walked out the door, it’s a good sign. If the advisor didn’t know an
answer to your question, did he or she weasel out of it or admit not knowing the answer? Did he or she
promise to research the issue and get back to you with an answer? Explain your general experience with

the advisor in this regard.

Adpvisor 1:

Advisor 2:

Adpvisor 3:
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9. Basic litmus test: If five friends asked you to recommend a disability insurance advisor, would you

recommend this person?

Advisor 1:

Advisor 2:

Adpvisor 3:

Use this space to remark on the general pros and cons of the advisor or anything else you've found during your

research or your initial meeting.
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Choosing an advisor may be the most challenging decision you make. When getting recommendations,
consider the source carefully. For instance, if a well-known estate planning attorney refers someone to
you, that should probably carry more weight than a recommendation from someone you run into play-
ing tennis or from a friend or relative of the person who’s being recommended. Just because an agent or
advisor is referred by someone you know doesn’t mean he or she is qualified. If this doesn’t make sense,
think Bernie Madoff!

Once you select an advisor, you're ready to turn your attention to the insurance companies themselves.
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SELECT A DISABILITY
INSURANCE COMPANY

You understand your needs and you've selected an advisor. You're done, right? Well, maybe. If you've
done your due diligence, your advisor should be steering you in the direction of the best policy at the
best rate to meet your needs. But that doesn’t mean you shouldn’t continue to be an educated consumer.

So, where to begin? You could either research companies you think you might like to work with
before your advisor makes recommendations, or you could wait for your advisor’s recommendations and
then research the companies carefully. Either path is fine. But one way or the other, you should do your
own research. But how?

My rule of thumb if you are starting on your own is simply to identify the top-rated companies that
offer the particular type of policy you are looking for. This is good information to have even if you are
working with an advisor. If your advisor doesn’t recommend one of these companies, you should find
out why.

The key to breaking through the clutter of the vast array of options (insurance companies, remem-

ber, can have more than one product to offer you) is to hold each company to this set of benchmarks:

1. Does the company have one of the top tier ratings—1st, 2nd, 3rd, sometimes 4th
highest—from one or more of the independent companies that rate life insurance

providers?
2. Does the insurance company hold itself to any official ethical standards?

How many complaints—and of what nature—are filed against the company in

question?

Here’s the deal I'll make with you. In this step, I'll give you the tools and resources to research

each of these benchmarks if you'll put in the legwork. Sound good? I'll start by providing the resources
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in the order of the benchmarks I've listed above, and then the remainder of the step will consist of a
set of worksheets you can use during your research on each company. You could start by visiting these
resources and determining your choices from there, or you can do some of your own online research and

use these resources to effectively grade the companies you've singled out as viable options. It’s up to you.

1 FAMILIARIZE YOURSELF WITH THE AGENCIES THAT RATE
DISABILITY INSURANCE COMPANIES.

A rating is just a way for the big four rating agencies—A.M. Best, Fitch, Moody’s, and Standard &
Poor’'s—to express their independent judgments of a disability insurance company’s financial soundness
and creditworthiness. Each agency’s rating system varies in its stringency and its methodology, but all
four consider a company’s financial leverage, management stability, recent performance, overall financial
health, and such external factors as competition, diversification, and market presence. Each company
does weigh each component differently. Don’t worry too much about the details here; suffice it to say
that an insurance company with a top rating from at least three of the four agencies is in great standing.

You might think that large, respected disability insurance companies are exempt from financial
meltdown. But they’re not. That’s why it is so important to consider the financial well-being of a dis-
ability insurance company before you commit.

At the end of this step (on pages 73—74) is a detailed worksheet that you will complete with the

relative ratings for the companies you are considering.

DEEPER INSIGHT

Comparing ratings from each rating agency is a reliable way to evaluate insurance provid-
ers. For the financially savvy who can tease apart complex financial reports and want to
review more advanced evaluations of a provider's financial health, such as financial analysis,
Insurance Regulatory Information Reports (IRIS), and Risk Based Capital (RBC) system,

refer to www.lifeinsurancesage.com.

What follows is a snapshot of the nature of each rating company and a look at what their top tiers of
rating categories mean. For more detailed information about how to use advanced financial information
on these websites, please go to www.lifeinsurancesage.com. Websites change a lot, so keep looking—the

information’s there. Also note that you’ll need to establish free accounts for some of these services.

A.M. Best Company | www.ambest.com | 908-439-2200

A.M. Best is the most experienced rating insurance company, having been in the business since 1906.
Their Financial Strength Rating is recognized worldwide as the benchmark for assessing and comparing
insurers’ financial stability.

To enhance the usefulness of ratings, A.M. Best assigns each rated (A++ through D) insurance
company a financial size category (FSC). The FSC is designed to provide a convenient indicator of the
size of a company. All that means is that you'll have additional peace of mind that the company you're

dealing with is healthy.
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Following is a description of what the top ratings mean:

* A++and A+ (Superior)—Assigned to companies that have, in A.M. Best’s opinion, a superior

ability to meet their ongoing obligations to policyholders.

* AandA- (Excellent)—Assigned to companies that have, in A.M. Best’s opinion, an excellent
ability to meet their ongoing obligations to policyholders.

*  B++and B+ (Good)—Assigned to companies that have, in A.IM. Best’s opinion, a good ability

to meet their ongoing obligations to policyholders.

Fitch | www.fitchratings.com | 800-753-4824

* As with other forms of national ratings assigned by Fitch, national insurer financial strength
ratings also assess the ability of an insurer to meet policyholder and related obligations relative
to the “best” credit risk in the country for which the rating appears, across all industries and
obligation types. On the website, you'll find a detailed business review and overall outlook for

the company, if you're interested in digging deeper.
Following is a description of Fitch’s top ratings:

* AAA—Assigned to companies that, in Fitch’s opinion, have the highest rating within the
national scale for a particular country. The rating is assigned to the insurance entities’ obliga-
tions to their policyholders, with the lowest credit risk relative to all other obligations or issu-

ers in the same country, across all industries and obligation types.

* AA—Assigned to companies that, in Fitch’s opinion, have a very strong capacity to meet poli-
cyholder obligations relative to all other obligations or issuers in the same country, across all
industries and obligation types. The risk of ceased or interrupted payments differs only slightly

from the country’s highest-rated obligations or issuers.

* A—Assigned to companies that, in Fitch’s opinion, have a strong capacity to meet policy-
holder obligations relative to all other obligations or issuers in the same country, across all
industries and obligation types. However, changes in circumstances or economic conditions
may affect the capacity for payment of policyholder obligations to a greater degree than for

financial commitments denoted by a higher-rated category.

CONFLICT OF INTEREST?

In most cases, disability insurance companies must pay a fee to be rated by one of the big
four rating agencies. And sometimes these fees are pretty steep—tens of thousands of dol-
lars even. If you're inclined to think this setup might affect the objectivity of the rating agency,
don't worry: A rating agency depends upon its reputation. It wouldn't be in business without
it, though after the latest financial crisis, this has been a subject of debate and there have
been hints of some other type of federal rating entity.
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Moody’s | www.moodys.com | 212-553-0377

Moody’s insurance financial strength ratings are opinions of the ability of insurance companies to punc-

tually repay senior policyholder claims and obligations. Following are descriptions of their top ratings:

* Aaa—Assigned to companies that, in Moody’s opinion, offer exceptional financial security.
While the credit profiles of these companies are likely to change, such changes are unlikely to

impair their fundamentally strong position.

* Aa—Assigned to companies that, in Moody’s opinion, offer excellent financial security.
Together with the Aaa group, they constitute what are generally known as high-grade com-
panies. They are rated lower than Aaa companies because long-term risks appear somewhat

larger.

* A—Assigned to companies that, in Moody’s opinion, offer good financial security. However,

elements may be present that suggest a susceptibility to impairment sometime in the future.

Standard & Poor’s (S&P) | www.standardandpoors.com | 212-438-2400

* Standard & Poor’s insurer financial strength rating is a current opinion of the financial secu-
rity characteristics of an insurance organization with respect to its ability to pay its insurance
policies and contracts in accordance with their terms. This rating is based on information
turnished by rated organizations or obtained by the rating company from other sources it
considers reliable. S&P does not perform an audit in connection with any rating and may on
occasion rely on unaudited financial information. On the website, you'll find a fairly detailed

report that you can review for any particular company.
Following is a description of their top ratings:

* AAA—Assigned to companies that have, in S&P’s opinion, extremely strong financial secu-

rity characteristics.

* AA—Assigned to companies that have, in S&P’s opinion, very strong financial security char-

acteristics, differing only slightly from those rated higher.

* A—Assigned to companies that have, in S&P’s opinion, strong financial security character-
istics but are somewhat more likely to be affected by adverse business conditions than are

insurers with higher ratings.

Here’s a glimpse of each agency’s rating system side by side. Remember: You're looking for a company

with a top rating with at least three of the four agencies.
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A.M.BEST FITCH RATINGS \%[(010)0) 4 STANDARD & POOR’S
1 A++ (Superior) AAA Aaa (Exceptional) AAA (Extremely Strong)
2 A + (Superior) AA (Very Strong) Aa (Excellent) AA (Very Strong)
3 A (Excellent) A (Strong) A (Good) A (Strong)
4 A- (Excellent) BBB (Adequate) Baa (Adequate) BBB (Good)
5 B++ (Good) BB (Fairly Weak) Ba (Questionable) BB (Marginal)
6 B (Fair) CCC Caa (Very Poor) B (Weak)
7 B- (Fair) CcC Caa (Very Poor) CCC (Very Weak)
8 B- (Fair) CcC Ca (Extremely Poor) CC (Extremely Weak)
9 C++ (Marginal) C C R (U”d.ef Regulatory
Supervision)
10 C+ (Marginal)
11 C (Weak)
12 C- (Weak)
13 D (Poor)
E (Under Regulatory
14 L
Supervision)
15 F (In Liquidation)
16 S (Rating Suspended)

/\2) DETERMINE IF THE DISABILITY INSURANCE COMPANY ADHERES
- TO AN OFFICIAL SET OF ETHICAL STANDARDS.

Each carrier adheres both to its own ethical practices and to basic guidelines dictated by each state’s
respective insurance department. (You can find a directory of each state’s insurance department at www.
lifeinsurancesage.com.) If you can’t find the insurance company listed among your state’s insurance

department records, run the other way.
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3 CHECKTO SEE IF ANY COMPLAINTS HAVE BEEN FILED AGAINST
THE DISABILITY INSURANCE COMPANY.

Every company—insurance or otherwise—has complaints against it. And the Web makes it exponen-
tially easier for all of us to air our grievances. Because most disability insurance carriers aren’t going to
have spotless records, the trick is for you to see how many complaints have been logged against them and
of what nature. If, for example, you find that a company has multiple, recent, frequent complaints that
indicate they’re uncomfortably aggressive during a policy’s initial contestable period (usually the first 2
years), there may be cause for concern. The same goes for its looking like claimants have a particularly
tough time receiving benefits promptly (and having claims approved).

Each state’s department of insurance maintains data on the number of complaints filed against an
insurance company, as well as pending class-action lawsuits. To find your state’s department of insur-
ance, visit www.lifeinsurancesage.com or go to the website of the National Association of Insurance
Commissioners (NAIC) at www.naic.org. And run an online search for the name of the company to see

if any complaints exist on unofficial sites.

4 COMPARE YOUR RESULTS.

Use the worksheet shown on the next page to record information as you're researching various disabil-
ity insurance companies. Feel free to take the setup from these worksheets and create your own if you
decide to substantively research more companies. Answer the questions in the “Ratings” category of the
worksheet the best you can.

The financial strength of a disability insurance company is highly important because a disability
insurance policy is a long-term investment. Disability insurance companies are evaluated by ratings
agencies, which assign ratings based on a company’s financial strength and ability to meet obligations to
policyholders. Some insurance companies are not rated by all of the rating services. (For further infor-
mation on ratings and contact information for the rating services, please visit the ratings area on my
main website at www.lifeinsurancesage.com.)

Now that you have an advisor and have identified companies you want to work with, it’s time to

apply for and purchase a policy.
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COMPANY A: COMPANY B: COMPANY C: COMPANY D: COMPANY E:

Website/
Phone

A.M. Best Rating

Fitch Rating

Moody's
Rating

Standard &
Poor’s Rating

Total
Admitted
Assets

Total
Liabilities

Separate
Accounts

Total Surplus &
AVR

5 Yr Investment
Yields

Total Income

Net
Premiums Written

Net
Operating
Earnings

Notes:
Complaints, etc.
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SELECT A POLICY AND COMPLETE
THE APPLICATION PROCESS

Now that you have identified an advisor and have a much better idea of what a qualified provider looks

like, you're ready to make a big step forward: evaluating and purchasing a disability insurance policy.
Even if you are working with an advisor, selecting a policy and preparing yourself for the underwrit-

ing process is ultimately up to you. But in this step, I offer tools to help you compare and select a policy

and a checklist for completing the application process, including tips for preparing for your physical.

@ COMPARE AND SELECT A POLICY

It’s time to begin assessing policies. Your agent or advisor should present you with more than one policy

to consider. Use the following table to evaluate your options.
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COMPARE YOUR PROPOSALS WORKSHEET

POLICY A POLICY B

Amount/ Options/ Premi Amount/ Options/
remium

Limitations Limitations Premium

Product Feature

What is the base benefit
amount?

What is the definition of
disability (or occupation
coverage), including
definitions of presumptively
disabled?

What is the definition of
sickness?

How long is the benefit
period?

What is the waiting
(elimination) period)?

Is the policy
noncancelable?

Is the policy guaranteed
renewable?
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POLICY A POLICY B

Residual/partial disability
benefits

Extended/transition benefit

Recovery benefit

Lost income provision

Return-to-work or
rehabilitation provision

Recurrent disability waiting
period

Cost-of-living adjustment

Future increase (automatic
or not) or purchase option
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POLICY A POLICY B

Mental health/substance
abuse benefits

Catastrophic disability
benefit

Supplemental social
insurance benefit

Other riders offered

Other exclusions

Company: A.M. Best
Rating

Company: Fitch Rating

Company: Moody'’s Rating

Company: Standard &
Poor’s Rating
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2  COMPLETE THE APPLICATION PROCESS

The most important thing to remember during the application process is to fill out your application
accurately and completely. This is where being prepared and taking it step by step can be very important.
Always answer questions truthfully and with as much background information as possible. It’s better
to err on the side of disclosure than not disclosing. If a question is not answered accurately, it may be
grounds for the company to not pay benefits and to cancel coverage.

Follow this step-by-step checklist to make sure you cover all bases.

1. Compile a list of all physician and medical group names. Be sure to include contact
information, dates consulted, and purpose/outcome for each. Also include a list of all
prescription and nonprescription medications and their dosages, as this information

may be needed for the application, exam, or personal history interview.
2. Compile all required financial documentation.

3. Complete your application and any required forms. Most companies will offer
conditional or limited coverage up to a set amount of coverage before the actual

policy initiation date if you've evidenced insurability.

4. Submit your application to the disability insurance company for underwriting
consideration. This will typically take 4 to 6 weeks, but it can take months if you're

requesting a large amount of coverage and/or if you have a complex medical history.

5. Prepare for your physical. (Review the “Tips for Preparing for Your Underwriting
Physical” on the following page.) Most insurance companies require some type of
paramedical exam during the application process; this usually consists of a height/
weight check, blood pressure check, and blood and urine specimens. The exam is
often more comprehensive at older ages and for larger amounts of coverage and can
include a more thorough exam by a medical doctor. (Again, consult the checklist for

tips on how to prepare for a medical exam.)

6. Order your medical records. This can take 3 to 4 weeks depending on your physician/

medical group.

7. Prepare for a personal history interview. This is a phone interview done through a
third party that verifies information provided on the application and paramedical
exam and additional questions from the underwriter. The company is making sure
that all questions are answered consistently. Make sure you've got your ducks in a row

on this one.

8. Complete any additional questionnaires. These are often required for specific medical

conditions and hazardous work-related activities and hobbies.

9. Brace for any modifications or ratings. Remember, there are thousands of disabling

illnesses and injuries. One or two exclusions are not necessarily a reason to refuse a
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policy. This may not be a big deal at the end of the day.

10. Make the final decision. After the underwriting steps are completed, either an offer of
coverage will be made or coverage will be declined. If your application is modified or
rejected, make sure it’s crystal clear to you why you were not offered the coverage you
specifically applied for. Sometimes miscommunications regarding your health (e.g.,

inaccurate health records), finances, or occupation could hamper your acceptance.

11.  Choose the mode of premium payment. If your application is accepted, you'll need
to select the premium mode, or how often you pay your premium. Almost always,
you have a choice of paying premiums monthly, quarterly, semiannually, or annually.
Insurance companies typically charge more when you pay other than annually.

Changing how often you pay your premium could save you money (it may be a lot!).

Note that underwriters base their decisions on the information received, and sometimes they can
change their decisions when additional information is provided and reviewed. And remember that dif-
ferent companies treat some specific conditions differently, so your rate classification can vary from
company to company. If you've been denied coverage, or if you're not happy with an offer, you should

consider a second opinion.

TIPS FOR PREPARING FOR YOUR UNDERWRITING PHYSICAL

I'm no physician, but here are some medical underwriting tips based on my long experience
in this industry and my many discussions with underwriters. Bookmark this checklist and work
through it when your examination draws near.

Relax. Insurance companies are looking for average people, not superhumans.

Watch what you eat. It's best not to eat for 8 hours prior to the examination and to avoid
caffeine. Schedule a morning examination if at all possible, when you're more likely to be
relaxed. Being relaxed helps produce positive readings of blood pressure and electrocardio-
gram (EKG) levels.

Avoid alcohol. Alcohol tends to elevate blood pressure for 12 to 24 hours. Avoid drinking
alcoholic beverages for at least 24 hours prior to the examination.

Get a good night’s rest before the exam.

Give a urine specimen before a blood pressure check. The elimination of fluids tends
to moderately lower blood pressure.

Avoid smoking. If you are a smoker, don't smoke at all within 30 minutes of the exam.
Smoking tends to elevate blood pressure by constricting the artery walls.

Avoid salt. Salt retains fluids. Avoid it or use it very lightly for 3 or 4 days prior to the
examination. This can have a beneficial effect on your blood pressure.

Discuss any potential problems with your advisor prior to the examination. This can
affect your advisor’s recommendations, such as which company or companies to apply to and
how to prepare for the underwriting process. The advisor might want to discuss your case
informally with the underwriter before you apply. In some cases, this can be beneficial. Also
be certain the examiner correctly lists the location of doctors and hospitals that you have seen
in the past, since the insurance company will most likely request their reports.
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Now you're all set. But policies by no means begin and end at the dotted line. From this point forward,
we'll be looking at how to monitor in-force policies after you make your purchase (and what to consider
when deciding to replace a policy or terminate it altogether), along with the very important topic of

filing a claim.
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UNDERSTAND, MAINTAIN, AND MONITOR
YOUR POLICY OR MAKE A CLAIM
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ASSESS, MONITOR, AND
UPDATE YOUR POLICY

Disability insurance doesn’t end when you purchase a policy. Policies are living things, and many com-
ponents can affect their performance. Plus, your needs may change over time. To ensure that you have
all of the income protection you need, you must learn to monitor your policy carefully. At the end of this
step, we've provided a worksheet that will help you track key information related to your policy and will

provide a quick reference for you to look at once a year to remind yourself of important details.

MONITORING YOUR POLICY

One important factor to be aware of is the possibility of future premium increases. A noncancelable rider
guarantees stable premiums. On the majority of individual disability insurance policies, this rider is auto-
matically included, so your premium is likely guaranteed. That can assist you in your overall budgeting.
However, it may not be included. You must keep that in mind so you can budget for possible increases.
Other considerations to monitor besides the premium include the ones described in the following

paragraphs.

Exclusion Reviews for Removal

Oftentimes, an individual disability insurance policy is issued with exclusions for a certain conditions,
such as an exclusion for a recent wrist injury. If a condition is excluded, any disability resulting from
that injury or illness would not be covered. These exclusions can sometimes be removed after a certain
period. Sometimes the company will indicate that period of time when a policy is issued, and other
times, it needs to be brought to the company’s attention for consideration. This is why it is important to
monitor your policy and be proactive. An exclusion will be removed only if there has been no recurrence
of the original issue. Some exclusions cannot ever be removed.

It’s important to note that it will be entirely up to you to pursue changes to your policy or to get

an exclusion removed. Even if there is a timeline set for the exclusion, don’t assume that your insurance
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company will automatically remove it. Make a note to contact them at the end of the set period to make
sure that the exclusion is removed.

When you contact the company to ask that an exclusion be removed, they may ask you to provide
proof that there has been no recurrence of the injury or any ongoing health issues related to the exclu-

sion. Be prepared to provide medical information to back up your request.

Future Purchase Option

As discussed earlier in the workbook, if you have a future purchase option attached to your policy, you
can purchase additional coverage without evidence of insurability (medical underwriting) at certain time
intervals, if your income has increased. The premium for this new coverage is based on rates available
when this option/rider is exercised. It usually works in one of the following two ways: For some policies
there is a “pool,” or total amount, that becomes available based on your new increased earnings. Another
variation does not include a predetermined “pool”; instead, it offers the opportunity to increase cover-
age within 90 days of an earnings increase. The carrier will request updated income documentation and
make an offer for increased coverage based on your new higher earnings. On other policies, it comes at a
set amount each time (for example, $500 of monthly benefit) and is on a use it or lose it basis—in other

words, it cannot be accrued.

Future Increase Option (FIO)

The future increase option rider purchases additional coverage at certain points in the contract. The
policyholder reserves the right to increase the coverage by paying the extra premium or they can waive
it. It is a good idea to talk to your insurance agent any time you receive an increase in annual earnings so

that your agent will know whether or not it is an appropriate time to exercise the FIO.

ACTION STEP TRIGGERS FOR FIO

You may have an opportunity to increase your disability insurance coverage without any medi-
cal underwriting, regardless of health. These terms are based on the definitions of the Future
Increase Option (FIO) feature of your policy and are usually reserved for policyholders under
age 50. Much like your initial search for disability insurance coverage, the amount available
to you is tied to your earnings. Some policies require you to notify the carrier within 90 days
of an increase in earnings. Other types of policies will allow you to trigger the FIO on policy
anniversary dates only. That is why it is a good idea to talk to your insurance agent anytime
you receive an increase in annual earnings so that your agent will know whether or not it is an
appropriate time to exercise the FIO.

If it is an appropriate time to add coverage, then your insurance carrier will send you a
quote for the increased coverage after you inquire about an increase. They may ask for your
current earnings in order to provide an accurate quote. The carrier will usually send an FIO
application along with the quote for increased coverage. The application is usually much more
simplified and contains no medical questions. It is your responsibility to complete the applica-
tion and submit the requested income verification along with the application (this may include
a W-2, 1040, 1099, P&L, or a just a simple year-to-date pay stub). The carrier will review the
application, complete the quick financial underwriting process, and then send you a notice of
approval or declination based on those two criteria.
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To help you monitor the various aspects of your policy, we've provided the following worksheet. Record the details

of your policy and make notes about when to follow up with the insurance company.

DISABILITY INSURANCE POLICY MONITORING WORKSHEET

SAMPLE DETAILS YOUR DETAILS MONITORNG
Carrier XYZ Life Insurance Company
Policy Number 12345678
Issue Date 6/13/2011
Monthly Benefit $8,280
Premium Mode Semi-Annual
Modal Premium $1,969.94
Zr:i:q;)m (if switched to $3.817.70
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SAMPLE DETAILS YOUR DETAILS M%?V’E’I?‘?)f{?l\?G
Annughzed Current $3.939.88
Premium
Annual Savings (if switched
to annual) $122.18
Elimination Period 90 days
Maximum Benefit Period 60 months

Riders

—Partial Disability
—Indexed Cost of Living
—~Future Purchase Option—
Note: contact XYZ company
in June 2014

Noncancelable or
guaranteed renewable or
other?

Noncancelable

Exclusions

Broken left ankle—Note:
contact XYZ company for
review in June 2013

Questions to ask regularly:
Has my income increased
since | purchased
coverage? Have | lost any
other coverage, such as
group coverage?
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TERMINATING OR REPLACING A POLICY

An individual disability insurance policy can easily be terminated. Usually all it takes is a phone call to
the insurance company. However, keep in mind that once a policy is terminated, it’s terminated. Some
companies may offer a short reinstatement period, but not all will. Also, newer coverage is most likely
going to come at a much higher cost, require underwriting, and have policy definitions that may not
be as liberal. If you're terminating due to a cash crunch, you may want to consider making changes to
the policy rather than terminating it straight out. Modifications that can reduce your premium include
removing riders, reducing coverage, increasing the elimination period, and shortening the benefit period.
But keep in mind that these modifications, once made, are permanent and cannot be undone. Your
policy may feature the ability to make other modifications, so read it carefully and review with your
advisor and/or the company. They may have other useful suggestions.

Terminating a group disability policy may be a different story. This coverage—at least the base cov-
erage—{requently cannot be terminated because all employees are insured. If you've purchased supple-
mental coverage, you may be able to modify it as described above. But you may have to wait until your
open enrollment period to make any changes. This is common in group plans.

If you have opted into group coverage through an association, it may be easier to cancel it if you
need to.

Replacing a policy is not usually recommended, as older policies are usually lower priced and have
more liberal policy definitions. If a new policy does make sense, make sure the new policy is in place
prior to terminating an existing policy. But think twice before replacing a disability insurance policy. It

usually does not make sense.

By understanding, maintaining, and monitoring your policy, you will avoid any unpleasant surprises

in the future and ensure that you will have sufficient coverage when you need it.
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FILE A CLAIM

We all buy income protection policies with the hope that we never have to use them. But many of us
will have the misfortune of enduring a disabling event. If that happens, you may be left thinking, “What
do I do next?” It’s common to look to your insurance agent to help the process along the most efficient
path. Perhaps your agent will want to guide you through the claims process, which is great. But the most
effective thing you can do is to immediately get in contact with the carrier—specifically their claims
department.

Your carrier’s claims department will ask you a series of questions to gather enough relevant infor-
mation in order to trigger the claims process. Sometimes, depending upon the carrier, you may have to
provide current written notice of the claim and financial documentation such as a tax return or a pay
stub in order to prove that you are actually enduring a financial burden due to disability. They may also
request verification of such additional information as your occupation, daily duties, and the amount of
hours you work per week.

The claims department will also request additional information after your initial conversation with
them. Of course they would not begin to pay a claim without the proper notations from your doctor, so
plan on alerting your doctor about your disability policy so he or she is prepared to send the required
medical information to the carrier. This process verifies your claim and explains that you in fact incurred
an accident or sickness, and your inability to perform your occupational duties is sufficient to meet the
definition contained in the policy you chose to purchase.

After your conversation with the claims department, you will be asked to fill out a claims form.
This is usually a short document provided by your disability insurance carrier. This form, along with any
other income documents and medical notes, must usually be submitted to the carrier within 30 days of
the point of initial contact. Your carrier’s claims department will typically take a week or two to process
these forms.

Claims through a group disability policy or any other policy that offsets against legislated benefits
will also require you to apply for any and all social benefits for which you may be eligible. This may

include, but is not limited to, Social Security DI benefits, workers’ compensation, and state DI programs.
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Your benefit payments will start coming to you once you've completed all the necessary steps above
and satisfied your waiting period. Your first check will arrive a month after the “commencement date,”
which is the first day immediately following completion of the waiting period. Some carriers may require
a “continuance of disability form” to be completed each month, while others simply require a renewed
evaluation from your doctor every few months.

An important note to people who currently have older policies, purchased prior to 2005 or so: Until
the last 5 years, insurers included in their policy contracts a stipulation that if your income was lower
when you become disabled than it was when you purchased the policy, the benefit amount would be
lowered. Carriers have abandoned this practice lately, but if you hold an older policy, you should check

to see if this is the case.

RELATION TO EARNINGS CLAUSES

Many older policies, and some current ones, contain what is known as a “relation of earnings
to insurance clause,” or a “relation to earnings clause.” This easy-to-miss language broadly
states that the insurance company reserves the right to review your earnings at time of claim
and withhold any amount that they would consider to be “over-insurance.”

For instance, someone applies for disability insurance coverage while earning $100,000.
This typically results in a monthly benefit amount of $5,000. This equates to $60,000, or 60
percent of the insured’s pre-disability earnings. However, if the insured’s income drops to
$70,000 in a down year, and the insured needs to file a claim that same year, then the insur-
ance company can reconsider the $5,000/month benefit amount and instead send a monthly
check for $3,500, which is 60 percent of the insured’s earnings at time of claim.

In other words, this particular insured was paying for a benefit amount of $5,000 per
month, but only received $3,500 per month. If the insured had known that this would be the
case, then she might have decided to change the coverage amount in order to save money
on her premium.

Most “relation to earnings” contracts are off the market. Today's policies will send a ben-
efit amount of the agreed amount (in this case that would be $5,000 per month). However,
it would be wise to review the terms of a relation of earnings to insurance clause if you have
an older policy.

One thing to consider when making a claim is the tax consequences of that claim. Please note that
the following is not tax advice and you should consult your tax advisor if you have questions. The tax
consequences of a claim vary from policy to policy and are usually dependent on who pays the premium,
as we discussed in step 2. The general rule is that, on an individual disability insurance policy where the
insured pays the premium, the benefits will not be subject to income tax. On a group disability policy
where an employer pays the premium, the benefits are subject to income tax (except in those situations
where the employee elects to pay with after-tax dollars, an option not always offered).

The following table may be helpful to you as a reference when filing claims with your carrier. It

explains the different claim diagnosis categories your insurance company is likely to use.
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CLAIM DIAGNOSIS
CATEGORY
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LAY LANGUAGE
DESCRIPTION

SPECIFIC EXAMPLES

Diseases of the
Musculoskeletal System &
Connective Tissue

Muscle, Back & Joint
Disorders

Arthritis, Herniated or Degenerated
Disc, Back Pain, Spine/Joint Disorders,
Cartilage Sprain, Tendonitis, Fibromyitis,
Osteoporosis, Rheumatism, Scoliosis,
Sciatica

Diseases of the Nervous
System & Sense Organs

Spine & Nervous System
Related Disorders

Multiple Sclerosis, Epilepsy, Paralysis,
Alzheimer's, Parkinson’s Disease,
Amyotrophic Lateral Sclerosis (ALS),
Bell's Palsy, Guillain-Barre Syndrome,
Eye Disorders, including Diabetic
Retinopathy & Macular Degeneration,
Ear Disorders, including Balance Related
Disorders like Meniere's Disease

Diseases of the Circulatory
System

Cardiovascular & Circulatory
Diseases

Hypertension, Heart Disease, Heart
Attack, Stroke, Aneurysm, Coronary
Artery Disease, Phlebitis

Injury & Poisoning; Cancer &
Neoplasms

Cancer & Tumors

Breast Cancer, Prostate Cancer,
Lymphoma, Hodgkin's Disease,
LLeukemia, Tumors

Injuries &Accidents

Accidents, Injuries &
Poisonings

Fractures, Sprains & Strains,
Dislocations, Contusions, Burns,
Poisoning, Allergic Reactions

Mental Disorders

Mental lliness & Behavioral
Disorders

Depression, Schizophrenia, Drug/
Alcohol/Substance Abuse, Bipolar
Disorder, Anxiety, Obsessive-Compulsive
Disorder

Diseases of the Respiratory
System

Respiratory System Disorders

Influenza, Pneumonia, Asthma,
Bronchitis, Emphysema, Pulmonary
Fibrosis, Cystic Fibrosis, Chronic
Obstructive Pulmonary Disorder (COPD)

Symptoms, Signs & lll-Defined
Conditions

llI-Defined or Subjective
Conditions

Headache, Insomnia, Coma, Chronic
Fatigue Syndrome, Sleep Apnea,
Seasonal Affective Disorder, Anorexia,
other symptoms without a diagnosis

Infections & Parasitic Diseases

Infectious & Parasitic
Diseases

Food Poisoning, HIV/AIDS, Hepatitis,
Meningitis, Salmonella, Tuberculosis,
Polio
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CLAIM DIAGNOSIS CATEGORIES

CLAIM DIAGNOSIS
CATEGORY

LAY LANGUAGE
DESCRIPTION

SPECIFIC EXAMPLES

Diseases of the Digestive System

Endocrine, Nutritional & Metabolic
Diseases & Immunity Disorders

Digestive System Disorders

Gastric Ulcers, Gastritis, Appendicitis,
Hernia, Irritable Bowel Syndrome,
Cirrhosis of the Liver, Crohn’s Disease,
Diverticulitis, Ulcerative Colitis, Dental
Disorders, Temporomandibular Joint
Disorders (TMJ)

Nutritional, Metabolic,
Regulatory & Immunity
Disorders

Diabetes, Malnutrition, Obesity, Gout,
Cystic Fibrosis, Thyroid Disorders

Diseases of the Genitourinary
System

Genital & Waste Removal
Disorders

Uterine Prolapse, Cervicitis, Menopausal
Symptoms, Kidney and Bladder
Disorders, Genital Organ Disorders,
Kidney Failure, Enlarged Prostate,
Prostatitis, Urinary Tract Infections,
Endometriosis

Complications of Pregnancy,
Childbirth & the Puerperium

Pregnancy & Complications
of Pregnancy

Normal Delivery, Caesarian Section,
Complications of Pregnancy, Toxemia,
Ectopic Pregnancy, Pre-Term
Complications

Diseases of the Skin &
Subcutaneous Tissue

Skin Conditions & Disorders

Eczema, Dermatitis, Cellulitis, Psoriasis,
Sebaceous Cyst

Congenital Anomalies

Inherited Conditions

Congenital Anomalies, Spina Bifida,
Down's Syndrome, Inherited Heart Valve
Malfunction

Diseases of the Blood & Blood-
Forming Organs

Blood-Related Disorders

Anemia, Hemophilia, Sickle-Cell Disease,
Diseases of the Spleen

Other

Other Disorders

Other disorders not captured in categories
above

Source: Council on Disability Awareness 2011 Long-Term Disability Claims Review

While we hope you never have to use your disability insurance, we also hope that you can feel secure

in the knowledge that you have income protection in place if and when you need it.
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CONCLUSION

Disability insurance is an exceedingly valuable component of financial planning. Disability insurance is
also a very complex financial instrument and needs to be treated as such. Every day, disability insurance
companies introduce new products and marketing concepts. As you've seen in this workbook, selecting
and maintaining the “right” disability insurance policy and riders is a challenge.

While you shouldn’t put off an important decision that would provide protection for your family,
take the time to make sure you fully understand any policy you are considering. You should be comfort-
able with the company, agent, and product before purchasing anything.

The tools in this book were designed to assist you in understanding disability insurance and moni-
toring your portfolio more easily. Please keep in mind there is no substitute for the value that disability
insurance can bring into play for providing the discounted dollars and income protection you need. Be
sure the insurance agent gives you choices and options before you make a final decision.

After you have purchased an insurance policy, remember that you may have a “free-look” period—
usually 10 to 30 days after you receive the policy—during which you can change your mind. Read your
policy carefully during this time. If you decide not to keep it, the company will cancel the policy and
provide an appropriate refund.

Review your policy periodically or when changes occur, such as changing occupations or employers
or receiving an increase in earnings. An insurance agent can help you make sure your coverage is always
aligned with your needs. Please see the last page of this workbook for information on keeping up to date
through our websites and other online communications.

And remember, the more informed you are, the better the choices you can make.

Conclusion
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APPENDIX

DISABILITY INSURANCE

SOLUTIONS FOR YOUR BUSINESS

Business Overhead Expense (BOE)

BOE protects your regular monthly expenses that will allow your business to operate smoothly if you
are unable to pay for your expenses due to a covered disability. It serves as a buoy to keep your daily
operations afloat without interruption. Some examples of covered expenses include, but are not limited
to, payroll for your employees, utility bills, employee benefits, taxes, office supplies, equipment leases,
and your rent or mortgage at your office. Some policies even pay for the expense of hiring a replacement
manager/executive who will be able to pick up where you left off.

Most businesses would sink if their day-to-day operations were in jeopardy. That’s why it’s best to
go with the shortest waiting period possible in considering this plan. While you may have 3 months of
savings to cover your personal expenses, it is often much more difficult to have enough money stashed
away to keep your business afloat for more than a month while you are unable to work and not generat-

ing any new pI'OdUCtiOIl.

Disability Insurance Buy/Sell Agreement (DIBS)

A DIBS policy will protect you in the same way a typical buy/sell policy would for life insurance, but in
this case it’s if your partner becomes disabled and can no longer pull her or his own weight. The policy
would fund an agreement that mandates the purchase of the disabled partner’s portion of the business.

The DIBS benefit can be paid to you in an ongoing manner or as a lump sum.

Key Person Insurance

Key person insurance (sometimes referred to as key man insurance) is specifically designed to help your
business if an important employee is no longer able to work due to a disabling illness or injury. Think
about it: At least one person in your office is crucial to the daily success of your business. Maybe that
person is you! This is a great tool to keep your business healthy and thriving if a valuable employee is
no longer capable of selling your products; if your sound finances or operations are contingent upon the
presence of your CFO or COO; or if your spokesperson or CEO can no longer be the figurehead he or
she was hired to be. This policy will pay a benefit to your company so that your business does not suffer

financially during your key person’s absence.
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NOTES FROM THE AUTHORS

Dear Reader,

Disability insurance is simply a financial solution to a common problem—cash flow needs in the wake
of a disabling illness or injury.

For better or for worse, there have been a wide array of products developed with differing language
and mechanisms, all in the interest of customization and choice.

Unfortunately, those innumerable iterations can lead to a mounting sense of confusion, often result-
ing in inaction.

Your possession of this compressive DI resource already puts you ahead of the game.

The Q&A workbook was developed to help you distinguish what is important to your or your cli-
ents’ needs by helping you organize what features are most necessary when structuring a DI plan.

We have been encouraged by positive reviews since the first edition of this book. We certainly hope

it helps you accomplish your disability income goals, whatever they may be.

Sincerely,

%&LXW!J(V %OL\W\'\JW, MSFS

Dear Reader,

Thank you for taking the time to learn all about disability insurance from the basic essentials to the
finer points of disability insurance and how it fits into your financial life. I hope you are feeling more in
control of your disability insurance and ready to implement your optimal disability insurance with 7%e
Questions and Answers on Disability Insurance Workbook.

If you loved the book and have a minute to spare, I would really appreciate a short review on your
favorite book site. Youre the reason why I continue to write about financial preparedness and advocate
for integrity in financial services.

If you think this book might help others to better understand disability insurance, feel free to invite
them to take a complimentary Financial Preparedness Quiz at www.tonysteuer.com. They’ll receive a
Financial Preparedness Score with a customized to-do list, including reviewing their disability insurance
and monthly email tips to show them how they can become financially prepared.

So, what’s next? Stay up-to-date on the latest in financial preparedness by subscribing to the GET
READY! newsletter and the Staying Ready newsletter at www.tonysteuer.com. A paid subscription
to Staying Ready provides monthly reminders on important financial to-dos, offers clear and simple
checklists to help you accomplish these to-dos, and gives you access to downloadable PDF's for keeping
your GET READY! planner and binder current. Financial preparedness is a lifelong journey. Join our
community, and I'll help you along the way.

Thank you!

‘\TDV\\&
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ABOUT THE AUTHORS

Maxwell Schmitz is a third-generation expert in the disability insurance field. He studied Political Sci-
ence and Psychology at the University of California, Davis. He officially joined his family business at DI
& LTC Insurance Services, a disability and long-term care insurance general agency, in 2009. He has
spent the beginning of his career specializing in the California disability insurance marketplace. At age
23, Max became a guest speaker at association meetings across the Bay Area. He currently serves as the
President-Elect of the Marin County chapter of the National Association of Insurance and Financial
Adpvisors, the youngest member of the board.

DI & LTC was pioneered as Bay Area Disability Insurance Services in the early 1980s, adding LT'C
to their repertoire in the early 1990s. DI & LT'C has a team that offers the most insightful service for
these two very important, yet often misunderstood, lines of coverage.

The DI & LT'C difference is their personal touch. They will guide you through the fact-finding pro-
cess, all the way through policy delivery. DI & LT'C makes it simple for insurance agents and financial
planners alike to learn and sell income protection products that will help your clients’ families through

the toughest of times.

When life decides it’s time for a crisis, it’s likely most of us are unprepared. My greatest passion is to help
you GET READY! for those life changing events by showing you how to create and maintain a financial
first aid kit and become financially prepared.

I’'m a teacher with a sense of humor.

I love helping others makes sense of the financial world in way that is easy to understand. I get that we
all don't speak insurance-ese or financial-ese. As a financial guy with a knack for writing, my goal is to guide
you through the insurance and financial worlds using language and laughs that everyone can understand. As
a result, my first book, Questions and Answers on Life Insurance, was born in 2004 and opened up a new path
for financial literacy.

Since then, book writing has led to many media interviews, guest articles, and the launch of the Insurance
Literacy Movement and the Financial Integrity Pledge, designed to protect your financial interests.

I love learning.

The world of finances and insurance is always changing (e.g., new president = new health care). Stick
with me, and I'll keep you on top of the financial and insurance worlds. Being financially and insurance orga-
nized was a must when my young son was diagnosed with Type 1 diabetes a few years ago. I learned how to
access resources for my son.

When I'm not helping others GET READY?!, you might find me cheering on the Warriors with the lat-
est IPA, playing basketball with my friends, enjoying some Grateful Dead tunes, or reading a great mystery
or history book. My greatest joy is being Cheryl’s husband and Avery’s dad.

My goal is to always treat you with respect and to help guide you to make the best insurance-related
decisions for your needs. Running a business with integrity is important to me.

So, let’s stay connected. Visit tonysteuer.com to learn your financial preparedness score, sign up for the
GET READY! newsletter, download checklists, and join the community discussion.

Looking forward to helping you GET READY!

Tory
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THE OFFICIAL BIO

Tony Steuer has led the way in establishing a path for financial preparedness through his award win-

ning books:

Insurance Made Easy*

Questions and Answers on Life Insurance: The Life Insurance Toolbook** ***
The Questions and Answers on Life Insurance Workbook*

The Questions and Answers on Disability Insurance Workbook

The Questions and Answers on Insurance Planner

GET READY!

*Awarded the Apex Award for Publication

**Awarded the Excellence in Financial Literacy Education (EIFLE) Award from the
Institute of Financial Literacy

***Named as one of the top Nine Great Investment Books Worth Reading by Forbes

Tony regularly consults with InsureTechs, financial planners, insurance agencies, attorneys, insur-
ance companies, and other financial service companies on insurance marketing and product best prac-
tices and on strategies to help consumers GET READY! through financial preparedness and the Financial
Integrity Pledge. Tony is a past member of the California Department of Insurance Curriculum Board
and current member of the National Financial Educator’s Council (NFEC) Curriculum Advisory Board.

He is regularly featured in the media. Tony has appeared in interviews for the New York Times, the
Washington Post, U.S. News & World Report, Slate.com, BottomLine Personal, BankRate.com, Insure
.com, InsuranceQuotes.com, Mint.com, You and Your Family, and BenefitsPro.com. He has appeared as
a guest on the Wall Street Journal Morning Radio Show, Prudent Money Show, Your Financial Editor,
Insider Secrets, Suzy G. in the Morning Show, Financial Finesse, GrowingMoney.com, Nolo.com, TheNest
.com, LovetoKnow.com, and LifelnsuranceSelling.com. Tony also served as a technical editor for The
Retirement Bible and The Investing Bible.

He is passionate about giving back. Tony is involved with many worthwhile causes, including Dia-
betes Youth Families (board member), Alameda Community Learning Center (board member), Cre-
ative Community Education Foundation (Treasurer), and St. Joseph’s Elementary School (former school
advisory board member), and he is a member of the Lucille Packard Children’s Hospital Foundation
Advisory Council. Tony has also been a coach for his son’s Catholic Youth Organization Basketball team
and Little League Baseball team, taught wilderness first aid and white-water rescue, volunteered as a
white-water raft guide, and performed improvisational comedy.

Tony Steuer lives in Alameda, California.
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AN EASY-TO-FOLLOW GUIDE FOR MAKING
THE BEST DISABILITY INSURANCE DECISIONS

Need help understanding what disability insurance is and why it’s a critical way to protect
your financial future? With decades of experience in the insurance business, Tony Steuer and
Maxwell Schmitz deliver a practical resource for choosing the best disability insurance policy
for you, whether you currently have a policy or not. Step by step, they lead you through the

process of making key disability insurance decisions and understanding important factors:

What income protection do I already have?

How much disability insurance would I qualify for?

How might my medical and financial history affect my rates?
What policy components or riders are important to me?

How do I choose a trusted agent or advisor and an insurance company?

AN A i e

How do I make sure that my policy continues to meet my needs?

'This workbook will help you avoid unnecessary pitfalls and unpleasant surprises; make informed,

confident decisions; and gain the maximum protection for your insurance dollars.

Tony’s Questions and Answers on Life Insurance and The Questions and Answers
on Life Insurance Workbook were winners of the Excellence in Financial Literacy

Education™ Award from the Institute for Financial Literacy®

Tony Steuer is a recognized authority on life and disability insurance literacy and a member of
the California Department of Insurance Curriculum Board and the National Financial Educators

Council Curriculum Advisory Board. He resides in Alameda, California, with his family.

Maxwell Schmitz is a third-generation expert in the disability insurance field, and has special-
ized in the California disability insurance marketplace with his family’s business, DI & LTC
Insurance Services. He currently serves as president-elect of the Marin County chapter of the

National Association of Insurance and Financial Advisors.
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