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Although initial premiums are  
lower and coverage is guaranteed, 

group long-term disability insurance 
plans have disadvantages that  

may be worth considering.

Disability Income  
Insurance: 

by | Larry Schneider

What Type of Coverage Is Best for Employees?
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I
s an employer doing its employees (or itself, for 
that matter) a favor by providing employer-paid 
group long-term disability (LTD) insurance cov-
erage? Maybe. Most employees wouldn’t have any 
income protection coverage if it weren’t a compa-

ny-paid benefit. Many employees either believe they 
can’t afford it, haven’t recognized it as a real need or 
don’t believe they will ever become disabled. (Con-

sider: Foreclosures are three to four times higher 
due to disability than due to death.)

Group LTD has a number of potential de-
ficiencies that might make employers think 
twice and consider other options.

This article refers more to group plans than 
to association plans because most group 
plans are more consistent with each other. 

Plans offered by associations tend to have 
more variations and be somewhat more 

liberal in terms of definitions.
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Underwriting (Information That Can  
Affect the Issuance of Coverage)

Typically, underwriting a disability insurance applica-
tion for either group or association LTD is less involved, 
with coverage sometimes issued on a guaranteed basis, 
than underwriting for individual plans. Individual plans 
require much more underwriting (health, financials, du-
ties, etc.) because of the guarantees and liberal wording in 
the contract, all of which allow a claim to be paid under 
more circumstances and conditions. Guaranteed coverage 
can be a desirable element, especially if a member of an 
association or an employee of a company is either unin-
surable or has a preexisting condition that normally would 
exclude the person from coverage (as it would under an 
individual plan).

A word of caution is in order about preexisting condi-
tions. When applying for any type of coverage, the applicant 
must fully disclose all pertinent information. Omissions, 

misstatements or fraudulent statements on the application 
can cause a claim to be denied or a policy rescinded. Over 
the years, the author has been called in as a claims expert 
witness/consultant in dozens of lawsuits to help claimants 
overturn claims denials.

One reason group/association plans are more “forgiving” 
and have less underwriting is that if the claims experience of 
the carrier becomes too high (thus reducing its profitability), 
the carrier can (a) unilaterally cancel the group or the asso-
ciation plan or (b) raise the rates, which are not guaranteed 
as they are for individual plans.

Policy Wording (Governs Conditions  
Under Which a Claim Will Be Paid)
Definition of Total Disability 

Generally, all definitions, terms and conditions in an in-
dividual policy are more liberal and can provide a true own-
occupation definition of total disability (i.e., even if a person 
is working, so long as it is in another occupation, benefits 
will still be paid for the full benefit period) versus the restric-
tive and split definitions found in most group and associa-
tion plans. For example, depending on the various occupa-
tion classifications of the group, the following definitions 
for total disability might be offered: own-occupation for two 
years or five years (initial period), thereafter the definition 
changes to not working in any occupation or unable to work 
in any reasonable occupation (given education, training or 
experience). 

That means that after the initial period has expired, in 
order to continue collecting benefits for the remainder of 
the benefit period (which might be to age 65), the claimant 
must be unable to, for example, “flip hamburgers”—or not be 
working at all.

These split definitions give carriers some control of the 
claims and help to keep premiums low.

Mental and Nervous

These subjective disabilities are covered for only two years 
with all group plans. For now, some individual plans are 
treating mental and nervous conditions like any other sick-
ness and will pay benefits for the full benefit period. How-
ever, it is more common for carriers to limit this type of dis-
ability to two years, and some offer other configurations as 
an option, in order to lower the premium.

learn more >>
Education
Short- and Long-Term Disability
Visit www.ifebp.org/elearning for more information.
How to Integrate FMLA With ADA, Short- and Long-Term 
Disability
CD-ROM featuring Cheryl Mostrom. International Founda-
tion. 2009. 
Visit www.ifebp.org/books.asp?PS006 for more information.

takeaways >>
•   Less underwriting is involved for an application for group/associa-

tion LTD policies, with coverage sometimes issued on a guaran-
teed basis, than for individual policies.

•  All pertinent information must be supplied on an application for 
any type of coverage, and omissions, misstatements or fraudulent 
statements on the application can cause a claim to be denied or a 
policy rescinded.

•  Definitions, terms and conditions in an individual policy generally 
are more liberal than those in a group policy.

•  A carrier can raise premiums or rescind coverage at any time on a 
group LTD policy.

•  Coverage caps in group policies may lead to highly paid employees 
receiving less than the percentage of wage replacement for which 
other employees are eligible.

long-term disability insurance
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Portability (Can the Employee  
Take the Coverage Elsewhere?)

Lack of portability is a feature of 
both group and association LTD plans. 
Normally, if a member leaves the group 
or is no longer in good standing with 
the association, coverage terminates. 
Individual plans have no such limita-
tion.

Guarantees (Refers to Rates and 
Renewability)

The two types of renewability found 
in individual plans—guaranteed re-
newable or conditionally renewable—
are lacking in all group or association 
plans. Conditionally renewable means 
that the carrier can cancel all policy-
holders that are in a certain occupa-
tional classification or in a particular 
state. These renewability features are 
not found in group/association plans; 
otherwise, they would be underwrit-
ten more aggressively and would cost 
more. 

Only noncancelable individual 
plans offer guaranteed rates. Group/ 
association rates can be increased by 
the carrier at any time, and group rates 
certainly will be increased as the aver-
age age of the group rises. Rates for as-
sociation policies usually are age-band-
ed, meaning rates may be good for five 
years and then can be raised, although 
rates can be raised before the five years 
are up.

Participation (How Much  
of Salary Will Be Covered?)

Group LTD coverage usually is to a 
maximum of 60-70% of wages, some-
times including commissions and nor-

mally excluding bonuses, with a typical 
monthly maximum (cap) benefit of 
$5,000 (may be higher).

A $5,000 monthly cap can cause “re-
verse discrimination” for highly com-
pensated employees whose incomes 
are beyond $100,000. For an executive 
who earns $200,000 annually, a $5,000 
maximum benefit replaces only 30% of 
wages.

As mentioned, LTD insurance gen-
erally does not cover bonuses. That 
means an insured person (even one 
earning less than $100,000 annually) 
who receives bonuses as part of his or 
her compensation will not receive the 
full 60% of coverage.

Offsets (Reductions  
to the Benefit Amount)

Standard offsets, or reductions, to the 
benefit amount payable from all group 
plans are (1) workers’ compensation, (2) 
Social Security disability insurance, (3) 
benefits received under a retirement plan 
that has been triggered prior to the re-
tirement date and (4) other disability in-
come policies. Some carriers will delete 
the “other disability income” offset but 
charge a higher premium for that option.

Note that disability benefits from an 
employer-paid group coverage plan will 
always be taxable, unlike benefits paid 

from an individual plan for which an 
employee has paid the premium using 
after-tax dollars. It is possible to circum-
vent a taxable event in an employer-paid 
group plan—That is, the employer pays 
the premium as a business expense as 
part of an executive bonus plan to the 
employee, in which case the executive’s 
(employee’s) benefit would be tax-free.

Conclusion
Because of the disadvantages of 

group LTD plans and despite their low-
cost advantage, a small employer that 
has a minimum of turnover may ulti-
mately be better off purchasing individ-
ual plans for its employees even though 
premiums initially will be much higher. 
This would eliminate the future rate in-
creases of a group plan.

To correct the potential reverse dis-
crimination problem of group plans, an 
employer has a few options. The em-
ployer could have certain classes of em-
ployees opt out of group coverage and 
provide a tax-free individual plan for 
the full amount those employees would 
be eligible for. The employer could 
choose to provide a tax-free individual 
plan to supplement the taxable group 
coverage. Or it could raise the monthly 
benefit cap if that is possible and makes 
economic sense.  

Larry Schneider owns and operates the Disability 
Insurance Resource Center, a brokerage that handles 
only standard and hard-to-place disability insurance, and 
has more than 40 years of experience in the field. He has 
lectured and written widely on the topic and offers 

expert witness services and consultation to dispute claims denials. 
Schneider can be contacted at info@di-resource-center.com.
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