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people with incomes well above the social
insurance safety net.

The challenge we encounter is that a pol-
icy for a 50-year old costs more than three
times as much as the same policy for a 30-
year old. Fortunately, disability income
insurance policies are flexible. There is a
base benefir with optional benefit riders.
There are also various elimination period
and benefit period options. Like a
deductible, the climination period is when
you must selfinsure before benefits are
payable. The benefit period is the length of
time the monthly benefit is paid once the
insured is eligible.

Longer elimination periods and shorter
benefit periods lower the premium. The
90+-day elimination period has become
standard because of higher pricing, a lack
of availability of 30-day or 60-day elimina-
tion periods, and the minimal savings that
come with extending the elimination peri-
od beyond 90 days. Two year, five year, and
to age 65 benefit periods are typical.

The lifetime benefit period is no longer
available in California. Cost of living riders,
residual/recovery benefit riders, and own
occupation riders can be removed to lower
the cost of the coverage. Even non-cance-
lable riders are optional. Many advisors are
not aware that the cost-of-living rider does
not work the same with disability income
insurance as it does with LT'C insurance.
With disability income insurance, it only
increases the benefir after an entire year of
compensable disability. With LTC insur-
ance, the benefir increases every policy year.
For most clients, it would be better to use a
guarantee of insurability provision to keep
increasing the disability income benefit as
earned income increases.

Removing the California cost-of-living
rider saves 20% to 25%. The non-cance-
lable provision guarantees the premium to
the end of the guaranteed renewable peri-
od. However, with only 10 w 20 years
before the client turns 65 or retires, the
insurer doesn't have much time to get a rate
increase approved. This is especially rele-
vant if the carrier has a low loss ratio and
has underwritten conservatively for larger
policies using blood, urine, medical exams;
attending physician statements; and tax
rerurns.

Removing the non-cancelable provision
would save 20% to 25%. If a long-term
(90-day) disability has lasted two years, it
would probably continue longer, maybe
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even for life. However, the average duration
of the entire claim block for long-term dis-
abilities is 30 months, according to a study
by consulting group, JHA. Reducing the
benefit period from “to age 657 to “five
years” would save 10% to 15%.

I never recommend removing the resid-
ual rider. It is probably the most important
provision in a disability income insurance
policy. Too many people return to work
and have to work harder to ger their
income back up to pre-disability level. The
residual provision allows the insured to col-
lect a benefit while working if they still suf-
fer an income loss due ro their disability,

Whether your client is a successful busi-
ness owner or a successful key employee,
the disability income insurance buyer
understands the burden on a family when
income ceases or is reduced, they know it
could happen to them, and they care
enough to do something about it. Thats
where you come in.

Jack B. Schmitz, CLU, ChFC, CASL is from
DI & LTC Insurance Sevvices in San Rafael.
For more information, call 800-924-2294 or
vistt www di-ltc.com.

Some Disability
Statistics

* A disabled 40-year-old with current
eamings of $50,000 would get
$1,440 a month in Social Security
disability benefits in year-2006 dol-
lars. This does not include benefits
for a spouse or children. (Source:
Social Security Administration
Website, Quick Calculatar, January
2006)

= The weekly maximum payment in

California for Workers Compensation
Benefits was $840 at 66.67% of
wages in January 2006. (Source:
Dept. of Labor, Office of Workers'
Compensation Programs)

* California state disability pays up to
$840 a week at 55% of average
weekly earnings effective January 1,
2006. (Source: VPA Inc,
www.VPAinc.com)
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