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to write group plans that benefit the
greatest number of employees, these
maximums might typically be set

at $5,000 or $6,000 per month. This
works well for many, but leaves the
top wage-earners out in the cold.
Someone earning $100,000 annually
with a $5,000-max plan will replace
less than half his salary after taxes.
As the compensation goes up (don't
forget bonus income!), the maximum
doesn't. So it's conceivable that the
most successful professionals at a firm
are at the greatest risk for meltdown,
covering only 25 percent or less of
their actual net income.

And if you think those highest-paid
should also be those best able to
weather a financial storm, you may be
right. But you may not. According to
a MetLife survey in 2005, almost half
(42 percent) of people surveyed
admitted living paycheck-to-pay-
check. Check some of the McMan-
sions in your neighborhood, and
you'll find more than a few of those
respondents.

Finally, even diligent retirement
investors are going to be stopped in
their tracks trying to pay bills with
a fraction of their income — let
alone maintain retirement savings
contributions.

In an era where employers are
tightening every belt, you'll see many
of these folks without paychecks soon
enough. Hopefully, it’s temporary and
short-term; and hopefully, it doesn’t
come with COBRA payments and
high medical bills. But if it does, the
short-term effect can have long-term
implications.

Three potential solutions

Bleak as it may sound, this doesn'’t
spell a shrinking market for brokers
and agents. You just need to know
the full menu of solutions and which
to quote, when.
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If you're selling a group LTD plan
to an employer with an executive
class, don't just propose a simple
60 percent to $5,000 plan to fit the
client’s budgetary demands (which
today will be emphatic). Carve

out the higher wage-earners, and
propose a richer plan for them;
demonstrate the potential shortfalls
of the “garden-variety” plan on
those very people who are making
financial and operational decisions
for the company.

If the rates are too high, suggest a
contributory (cost-sharing) or even
voluntary (employee-paid) plan
design. They'll never get a better
opportunity to get more coverage,
for less premium, than a group plan.
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High wage-earners are likely going
to be familiar with [DI policies,

and many will actually have them.
The ones who don't have an
opportunity to jump on the train
and supplement whatever their
employer-paid group benefit is with
an individual policy. This is good
on two levels: One, it allows them
to gain back some of the potential
shortfall between group coverage
and actual earnings. And two, it's
an individual policy, so they take

it with them forever, regardless of
employer, as long as the premiums
are paid. The downside is also well
known: IDI coverage is expensive
and medical underwriting can

be restrictive, intrusive and take
months to complete. In many cases,
the coverage applied for is not
what's ultimately written. But, if
you have reasonably young, healthy
execs or entrepreneurs who need
the protection, 1DI may be a great
investment for them.
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These are actually individual policies
written at the group level. They are
often called “"Combo” or “Reverse
Combo” plans, because they are most
often designed in conjunction with
a group LTD plan. The concept is
very similar to Option No. 1, only the
supplemental “layer” consists of several
individual policies rather than one
group policy. Like the group model,
these can be paid all or in part by the
employer, but the policy resides with
the individual — he or she keeps it
forever, as long as the premium is paid.
And these plans can be written on a
voluntary basis as well (with minimum
participation requirements).

The advantages are huge:

= Premiums are higher than group plans,
but less than individual policies.

= Like group plans, there's typically a “guar-
anteed issue” benefit amount for everyone
when certain group characteristics are met.

» Medical underwriting is done at the group
level so, unless there’s a major health
concern, there’s no three-ring circus
proving evidence of insurability.

At the end of the day
Conventional wisdom says you can't
time the markets, so thoughtful plan-
ning, preparation and discipline are
the keys to building financial security.
As we all witness the importance of
this truth in investment strategy, we
shouldn't neglect — or let our clients
ignore — applying the same wisdom
to protect our income. [
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