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Your Earning Power 

4Protecting Your Assets and Lifestyle: A Critical Illness Insurance Review
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If a serious illness strikes, 
however, how will you 

protect your assets and 
lifestyle from financial 

hardship?

Few people realize that a 30-year-old couple
will earn 3.5 million dollars by age 65 if their
total family income averages $100,000 for
their entire careers, without any raises.

Your Income

Spouse’s Income

Other Income

Investment Income

Your ability to earn an income is your most valuable asset.

You’ve worked hard and 
used your earning power 

to provide for yourself 
and your loved ones.
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Did You Know…

5Protecting Your Assets and Lifestyle: A Critical Illness Insurance Review

?
With advances in medical treatment and technology, many people now
survive critical illnesses that would have been fatal in the past.

In the U.S., approximately 40 out of 100 men and 39 out of 100 women will develop cancer during
their lifetime.

Between 2009 and 2015, the 5-year relative survival rate for all cancers was 69%, up from 49% in
1975-1977.

It is estimated that about 1.8 million new cancer cases were diagnosed in 2020.

The Agency for Healthcare Research and Quality (AHRQ) estimates the direct medical costs for
cancer in 2015 were $80.2 billion.

Source: Cancer Facts and Figures 2020; American Cancer Society

continued on next slide

Cancer

Did You Know…
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?

Between 2013 and 2016, 121.5 million American adults had some form of cardiovascular disease.

Approximately every 40 seconds, an American will have a heart attack.

The estimated annual incidence of heart attack in the U.S. is 605,000 new attacks and 200,000
recurrent attacks.

Source: 2020 Heart Disease and Stroke Statistics – At-a-Glance, American Heart
Association/American Stroke Association

Heart Disease

Someone in the United States has a stroke every 40 seconds on average.

Stroke is a leading cause of serious, long-term disability in the U.S. and among
stroke survivors, about 15-30% are permanently disabled.

Stroke

Source: 2020 Heart Disease and Stroke Statistics – At-a-Glance, American Heart Association/American Stroke
Association

Ask Yourself…
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If a life-threatening illness strikes you:

How long can you survive financially without a regular paycheck?

How will your regular bills be paid?

Will you have sufficient funds available to pay for:

Any insurance co-payments and deductibles;

Alterations to your home and/or automobile to meet any special needs;

Out-of-town transportation and lodging for medical treatment;

Additional household and child care expenses;

Treatments not covered by traditional health insurance; and/or

Shorter-term home health care during your recuperation?

Costs of Serious Illness

8Protecting Your Assets and Lifestyle: A Critical Illness Insurance Review

Heart Disease and Stroke

Heart disease and stroke are the nation’s first and third leading killers, accounting for nearly one
of every three deaths in the United States. Cardiovascular diseases claim more lives each year
than cancer and respiratory disease.

Our Nation's Leading Killers:

Every year, about 805,000 Americans have a first or recurrent heart attack and about 795,000
experience a new or recurring stroke. Heart disease and stroke are leading causes of premature,
permanent disability in the U.S. workforce, with about 92.1 million Americans living with some
form of cardiovascular disease or the after-effects of a stoke.

Disabling:

The direct and indirect costs of cardiovascular diseases and stroke in the U.S. are
estimated at $351.3 billion. This includes both direct medical costs as well as the cost
of lost future productivity.

Costly:

Sources: 2020 Heart Disease and Stroke Statistics – At-a-Glance, American Heart Association/American Stroke Association

continued on next slide
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Costs of Serious Illness
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Cancer

The financial costs of cancer are great, both for the individual and for society as a whole. For the
year 2015, the Agency for Healthcare Research and Quality estimated direct medical costs for
cancer at $80.2 billion.

Source: Cancer Facts & Figures 2020; American Cancer Society

Sources of Funds to Help Financially Survive a Critical Illness

10Protecting Your Assets and Lifestyle: A Critical Illness Insurance Review

What Sources of Funds May Be Available to Help You Financially Survive a Critical Illness?

continued on next slide

Source Evaluation

Social Security 
Benefits

Assuming that you qualify, Social Security disability benefits do not begin until the
sixth full month of disability and are generally not adequate to replace your earning
power. In fact, the average monthly Social Security disability benefit received in
2021 is $1,261.*

Health Care 
Insurance

While health care insurance will cover a portion of the direct costs associated with a
critical illness, these plans typically require payment of deductibles, coinsurance
and/or co-pays, which can range from $2,000 to $10,000 or more in out-of-pocket
costs to you before the plan provides 100% coverage.

If you elect out-of-network care from a specialist or nationally-recognized hospital,
you may face significant additional expense, plus the cost of travel and lodging. In
addition, indirect expenses associated with recuperating from a critical illness, such
as modifications to a home or vehicle, child care expenses and convalescent care,
may not be covered. It is important for you to know what your health care plan will
and will not cover before a critical illness strikes.

* Source: Annual Statistical Report on the Social Security Disability Program, 2019; released August 2020

Sources of Funds to Help Financially Survive a Critical Illness

11Protecting Your Assets and Lifestyle: A Critical Illness Insurance Review

Source Evaluation

Disability 
Income 
Insurance

Disability income insurance benefits typically replace a portion of your income if you
are sick or hurt and unable to work. If you are covered by disability income
insurance, you need to know the answers to questions such as these:

- How long must you be disabled before benefits begin?

- How much is the benefit you will receive?

- For how long will the benefit be payable?

Savings and 
Investments

A single critical illness could consume the assets you’ve worked a lifetime to
accumulate.

Ask yourself…if you suffered a critical illness and were out
of commission for three to six months, would you be able
to survive financially?

If the answer is no, there is a
potential remedy...

A Potential Solution Using Critical Illness Insurance

12Protecting Your Assets and Lifestyle: A Critical Illness Insurance Review

Critical illness insurance is a source of funds you can use to help cover the indirect costs that arise
when a serious illness strikes. By providing money when you need it most, upon diagnosis of a
serious illness (as defined in the policy), critical illness insurance can help relieve worry about your
finances so that you can focus on getting well.

Critical illness insurance pays you a lump sum of money upon diagnosis of a covered condition.  
This money is yours to use for any purpose, with no restrictions.

Since the premiums paid for critical illness insurance are not tax deductible, the benefits are not
considered as income and are received 100% free of income tax.

continued on next slide
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A Potential Solution Using Critical Illness Insurance

13Protecting Your Assets and Lifestyle: A Critical Illness Insurance Review

For example, critical illness insurance proceeds can be used to pay:

Critical illness insurance helps you to survive financially while 
physically recovering from a serious illness!

Mortgage or rent payments, as well as any other bills you may have;

Health insurance deductibles, coinsurance and/or co-payments;

The costs of receiving out-of-network medical treatment, including possible travel and
lodging expenses;

Treatments not covered by traditional health insurance;

Child care expenses during treatment or hospitalization;

Modifications to your home or vehicle; and/or

Shorter-term home health care.

What Critical Illness Insurance Is NOT

14Protecting Your Assets and Lifestyle: A Critical Illness Insurance Review

Critical Illness Insurance Is NOT:

continued on next slide

Health Care 
Insurance

Health care insurance is designed to pay the direct costs of an accident or illness
requiring medical care. In addition to your responsibility to pay required
deductibles, coinsurance and/or co-payments, health care insurance is not
intended to cover the indirect, non-medical expenses that can arise when a critical
illness strikes…a role that critical illness insurance can play. Critical illness
insurance is not a replacement for health care insurance.

Disability 
Income 
Insurance

The purpose of disability income insurance is to replace a stated percentage of
monthly income lost from being unable to work as the result of an accident or
illness. Monthly disability payments, however, may not be sufficient to pay your
regular bills plus the additional expenses of a serious illness.

Life insurance
While certain life insurance benefits may be available during life, such as policy
cash values or accelerated death benefits, the primary purpose of life insurance is
to provide financial security for your loved ones upon your death.

What Critical Illness Insurance Is NOT

15Protecting Your Assets and Lifestyle: A Critical Illness Insurance Review

Long-Term 
Care 
Insurance

Long-term care insurance pays a stated daily benefit amount to cover the costs of
nursing home care. Some policies also pay assisted living and home health care
benefits for an insured who is impaired and needs assistance with the activities of
daily living (eating, bathing, etc.).

Cancer 
Insurance

Cancer insurance plans pay only for the expenses related to cancer, typically
reimbursing expenses incurred for cancer treatment received.

If an evaluation of your current insurance coverage and financial resources indicates that you
would have difficulty surviving financially if a serious illness strikes, critical illness insurance
may provide a remedy.

It is, however, important to understand how this insurance coverage works…

How Critical Illness Insurance Works

16Protecting Your Assets and Lifestyle: A Critical Illness Insurance Review

In evaluating a critical illness insurance policy, you need answers to these questions:

What Is Covered??

Critical illness insurance pays benefits upon the diagnosis of specified illnesses. A basic policy
should cover at least heart attack, stroke and life-threatening cancer. A more comprehensive
policy should also include other serious conditions, such as renal failure, multiple sclerosis,
coronary artery disease, advanced Alzheimer's Disease and major organ transplant.

What Is the Benefit Amount??

The benefit amount is selected at the time the policy is purchased and, generally speaking, can
range from $10,000 to $100,000 or more. The benefit amount is paid in a lump sum upon
diagnosis of a critical illness covered by the policy. Since the premium paid increases as the
benefit amount increases, it is important to evaluate your other sources of funds available in the
event of a serious illness in order to more accurately determine the critical illness insurance
benefit amount that is right for you.

continued on next slide
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How Critical Illness Insurance Works

17Protecting Your Assets and Lifestyle: A Critical Illness Insurance Review

When Is the Benefit Paid??

The critical illness insurance benefit is paid to you in a lump sum upon diagnosis of a critical illness
covered by the policy. Some critical illness insurance policies pay a partial benefit, such as 25% of
the maximum benefit, on the occurrence of certain specified treatments, such as coronary
angioplasty or coronary artery bypass surgery. The policy usually terminates upon payment of
100% of the benefit.

Does the Policy Have an Elimination or Qualification Period??

Some policies require that for benefits to be payable, the policy must be in effect for a stated
period of time, such as 90 days, before diagnosis of a covered critical illness is made.

The Checklist that follows is intended to assist you in
evaluating critical illness insurance coverage and selecting a
plan that is right for you.

Critical Illness Insurance Checklist

18Protecting Your Assets and Lifestyle: A Critical Illness Insurance Review

In purchasing critical illness insurance, it is important to select coverage that matches your needs and
preferences. As you evaluate various policy features and benefits, however, keep in mind that the
choices you make can affect the premiums you pay and the benefits you are entitled to receive.

Covered Illnesses What serious illnesses are covered by the policy?

Benefit Amount

What is the lump sum amount payable upon diagnosis of a covered critical illness?
Is the benefit amount payable in a single lump sum, or in specified percentages or
amounts? If the benefit is payable in specified percentages or amounts, does the
premium decrease accordingly?

Elimination Period Is the benefit payable immediately after diagnosis of a covered critical illness? If
not, how long must the policy be in effect before benefits become available?

Guaranteed Renewable Can you renew the coverage for life, so long as you pay the premiums when due?

Premium Increases Under what circumstances can the insurance company increase the premiums?

Return of Premium At your death, will your policy pay your beneficiary a refund of all premiums paid,
less any benefits you received from the policy?

Optional Coverages

Are there any optional coverages available, such as inflation protection or an
accidental death benefit? Since optional coverages generally require payment of
an additional premium, carefully evaluate the value of any optional coverages to
you and your personal situation.

A Disability
Income Review

19

Your Earning Power 

20Preparing for Disability: A Disability Income Review
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If you are sick or 
hurt and unable to 
work, how will you 

replace your 
income?

Few people realize that a 30-year-old couple will earn
3.5 million dollars by age 65 if their total family income
averages $100,000 for their entire careers, without
any raises.

Your Income

Spouse’s Income

Other Income

Investment Income

Your ability to earn an income is your most valuable asset.
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Is This a Gamble You Want to Take?

21Preparing for Disability: A Disability Income Review

Risk of Disability for 3 Months or Longer 
versus Risk of Death*

* Source: 1985 Commissioners Individual Disability Table A (NOTE: The 1985 CIDA is the most current morbidity table available
for individual disability claim experience and is in use by many State Insurance Departments.)
** Source: The Burden of Medical Debt; Kaiser Family Foundation; January 2016

Average Duration of a Disability Lasting Over 3 
Months Prior to Age 65*

Getting sick or hurt can be expensive! According to a study published by the Kaiser Family Foundation,
"about a quarter (26%) of U.S. adults ages 18-64 say they or someone in their household has problems
paying or an inability to pay medical bills in the past 12 months." In addition, according to the study,
"insurance is not a panacea...roughly one in five of those with health insurance report problems paying
medical bills.”**

Did You Know...

22Preparing for Disability: A Disability Income Review

?An estimated 92.1 million Americans are living with some form of
cardiovascular disease or the after-effects of stroke, leading causes of
disability.*

* Source: 2019 and 2020 Heart Disease and Stroke Statistics At-a-Glance, American Heart Association/American Stroke Association
** Source: Cancer Facts and Figures 2019 and 2020; American Cancer Society
*** Source: National Safety Council; 2019

Approximately every 40 seconds, an American will have a heart attack.*

Stroke is a leading cause of serious, long-term disability in the U.S.; someone in the United
States has a stroke about once every 40 seconds on average.*

In the U.S., approximately 40 out of 100 men and 39 out of 100 women will develop cancer
during their lifetime.**

Many people now survive a serious illness that would have been fatal in the past. For
example, improvements in cancer diagnosis and treatment have improved the 5-year relative
survival rate for all cancers diagnosed between 2008 and 2014 to 69%, up from 49% in 1975 -
1977.**

Approximately 4.6 million people were seriously injured in motor vehicle crashes in 2017.***

What Can Happen If Disability Strikes?

23Preparing for Disability: A Disability Income Review

Today, income 
covers expenses. BUT Disability means lower income, higher expenses.

Income

Expenses

Debt 
Exposure

Disability Strikes

How will you meet the expenses of a disability, just 
at the time your income ceases?

Sources of Funds to Replace Income During a Disability

24Preparing for Disability: A Disability Income Review

If you save 10% of your income each year, it will take 10 years to set aside just one year’s
income

What creditor is going to lend money to a disabled income earner?

Assuming a market exists, a forced liquidation of assets can reduce their value. A single
disability could consume the assets you’ve worked a lifetime to accumulate.

Your lifestyle may already be built upon a dual income. If, however, your spouse is not
currently an income earner, is it realistic to assume that he or she could replace your
earning power?

It can be difficult to qualify for Social Security disability benefits. In fact, from 2009
through 2018, an average of only 32% of Social Security disability claims were eventually
approved. Assuming, however, that you do qualify, Social Security benefits do not begin
until the sixth full month of disability and are generally not adequate to replace your
earning power. In fact, the average monthly Social Security disability benefit payable in
2021 is $1,261. (Source: Annual Statistical Report on the Social Security Disability
Program, 2019; released August 2020)

Savings

Borrow

Liquidate 
Assets

Spouse’s 
Earnings

Social 
Security 
Benefits

There is, however, a possible solution...

What Sources of Funds May Be Available to Replace Your Income During a Disability?

21 22

23 24
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A Potential Solution Using Disability Income Insurance

25Preparing for Disability: A Disability Income Review

An adequate amount of personally-owned disability income
insurance, coordinated with other sources of income, can
guarantee a source of income in the event of serious illness
or injury.

Individual Insurance 
Company

If Disabled, Income Tax-
Free Disability Income Benefits

Non-deductible Disability Income 
Insurance Premiums

Finally, since the premiums paid for personally-owned
disability income insurance are not tax deductible, the
benefits are not considered as income and are received
100% free of income tax.

Personally-owned 
disability income insurance 

benefits can be used to:

preserve your independence.

maintain your lifestyle.

give you time to recover and, 
if necessary, retrain.

protect your assets from 
liquidation.

maintain your personal 
savings for other uses.

Disability Income Insurance Checklist

26Preparing for Disability: A Disability Income Review

With disability income insurance, you are purchasing a stream of income to be delivered to you by
an insurance company in the event you become disabled. The policy features and benefits should
be coordinated with your needs and premium-paying ability. As you evaluate disability income
policy features and benefits, remember that the choices you make will impact the premiums you
pay and the benefits you are entitled to receive.

continued on next slide

Benefit Amount What is the monthly disability income benefit?

Waiting Period For how long must you be disabled before the benefit begins? Common waiting
periods are 60, 90, 180, 365 or 730 consecutive days of disability.

Benefit Period For how long will benefits be paid? Common benefit periods are one year, two
years, five years and to age 65.

Definition of Total 
Disability

What definition of total disability must be met for benefits to be payable? The
definition of total disability can range from the inability to perform your own
occupation to the inability to work in any reasonable occupation based on your
education, training and experience. This is an important policy provision to
evaluate.

Disability Income Insurance Checklist

27Preparing for Disability: A Disability Income Review

Partial Disability 
Benefit

Will the policy provide benefits for partial disability following a period of total
disability? If so, how much and for how long? What requirements must be met?

Rehabilitation 
Benefits

Does the policy pay any of the expenses of a rehabilitation program during a
period of disability?

Waiver of 
Premium Will policy premiums be waived during a disability?

Renewability Is the policy guaranteed renewable? Under what conditions can premiums be
increased?

Other Benefits to 
Consider

Other available benefits may include:

 Additional Purchase Option: Right to purchase additional disability income
protection without evidence of insurability.

 Social Security Rider: Coordinates with an expected Social Security disability
benefit.

 Cost of Living Rider: In the event of disability, increases the disability benefit
each year to compensate for increases in the cost of living.

Disability Income Action Checklist

28Preparing for Disability: A Disability Income Review

Estimate the income you will need in the event of
disability.

Estimate the disability income that will be available to
you from sources such as:

The Analysis… To Implement a Disability 
Income Insurance Plan…

Select type of policy and
amount of personally-owned
disability income insurance.

Evaluate and select appropriate
optional benefits.

Establish insurability.

Arrange for payment of
premiums.

Determine the additional monthly income required to
achieve your disability income objective.

Employer-Provided Short- and Long-Term Disability
Benefits
Social Security (create a MySocialSecurity account
(http://ssa.gov/myaccount/) in order to receive
estimates of your retirement, disability, and
survivors benefits)
Other Government-Provided Disability Benefits
Other Sources of Income (e.g., CDs, savings
accounts, mutual funds)

25 26

27 28
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You Can Manage Your Finances

Preparing for Disability: A Disability Income Review 29

“It’s by managing your finances that you write the story 
of your life. You are both the author and the story’s 

principal character.

Resolve to perform what you ought.”

-- Benjamin Franklin

30

Ask Yourself…

31An Insured Disability Salary Continuation Plan

What would the financial impact on your business be if an owner or key employee became
disabled?

Could your business continue to pay your income in the event you were sick or hurt and
unable to work? For how long?

What would the impact be on cash flow of continuing an income to a disabled key
employee?

Will your business need to hire a replacement if an owner or key employee is disabled?

Will your business be able to pay two salaries for one job?

Do you know the tax consequences of continuing an income to a disabled employee
without having a written salary continuation plan?

In answering these questions, consider...

?
Odds of Becoming Disabled

32An Insured Disability Salary Continuation Plan

Consider the Odds of a Business Owner Becoming Disabled
for 90 Days or Longer Prior to Age 65:*

* Source: Commissioners Individual Disability Table A (NOTE: The 1985 CIDA is the most current morbidity table available for
individual disability claim experience and is in use by many State Insurance Departments.)

Age Number of Business Owners

1 2 3 4 5

30 54% 79% 90% 96% 98%

35 50% 75% 88% 94% 97%

40 45% 70% 84% 91% 95%

45 40% 64% 78% 87% 92%

50 33% 55% 70% 80% 86%

55 25% 43% 57% 68% 76%

Age When 
Disabled

Average Duration of 
Disability

30 2.2 years

35 2.5 years

40 2.7 years

45 2.9 years

50 2.8 years

55 2.5 years

It's also important to know that a
disability lasting for more than 90
days is likely to continue for:*

For how long could your business continue the income of a 
disabled owner or key employee without jeopardizing the 

business?

If disability does strike an owner or
key employee, recovery can take
time, but...

29 30

31 32
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The Disability Problem

33An Insured Disability Salary Continuation Plan

All businesses face the risk that an owner or
key employee will be disabled for an extended
period of time.

Source Evaluation

Current Cash Flow For how long?  What impact will the absence of the owner or key employee have on 
cash flow?  Will there still be funds available to hire a replacement, if needed?

Eliminate Job What impact will eliminating the owner's or key employee's job have on revenue?  Is 
this a practical alternative?

Remaining 
Employees Perform 

Job

For how long and how well will the other employees be able to absorb the work of 
the disabled owner or key employee?  Will this require overtime or extra pay?

Loan Even if a loan can be secured, how will it be repaid, possibly during a time of reduced 
revenues?

The problem is how to continue the income of a 
disabled owner or key employee without 

financially jeopardizing the business!

Fortunately, there may be a better remedy...

One way to overcome this problem is to discontinue the salary of a disabled owner or key employee, but
what financial impact will this have on the individual and his or her family?

Insured Disability Salary Continuation Plan Solution

34An Insured Disability Salary Continuation Plan

Implement a formal salary continuation plan funded with individual disability income insurance
policies in order to continue an income to disabled owners and selected key employees on a tax-
advantaged basis.

A formal “sick-pay” plan funded with individual disability income policies offers these advantages:

The business can select which employees will be covered by the plan and for what
amounts and durations, allowing plan benefits to be tailored to meet the needs of both
the business and the plan participants.

Plan participants know that they will receive benefits if they are disabled, which can
provide a powerful incentive to stay with the business.

An insured plan eliminates the problem of budgeting for unknown and possibly
substantial future business costs to provide promised benefits.

continued on next slide

Insured Disability Salary Continuation Plan Solution

35An Insured Disability Salary Continuation Plan

Business owners no longer face the moral dilemma of discontinuing a disabled key
employee's salary or of possibly jeopardizing the financial health of the business by
continuing a disabled employee's income.

A salary continuation plan requires no IRS approval and, when funded with individual
disability income insurance policies, shifts administration and claims responsibilities to the
insurer.

When the plan is properly implemented, attractive tax advantages may become available,
depending on the plan variation selected.

In the case of owner-employees, salary continuation plan benefits can be coordinated with
business continuation planning needs, providing a permanently-disabled owner with
income until a sale or liquidation of the business can be completed.

Mechanics of an Insured Disability Salary Continuation Plan

36An Insured Disability Salary Continuation Plan

The bottom line is that an insured
disability salary continuation plan is
the only way to guarantee that
funds will be available to continue
an income to a disabled owner or
key employee without jeopardizing
the financial health of your
business.

Here's how an insured disability salary continuation plan 
could work to protect your income and that of your key 

employees...

continued on next slide

The business purchases sufficient disability income insurance on each
plan participant to provide the promised benefit. Alternatively, the
business and plan participant can share the premium payments.

Business

Insurance 
Company

Salary Continuation 
Agreement

Disability Income Insurance Premiums

Plan Participant

The business implements 
a salary continuation 

plan, which specifies who 
will be covered, the 

conditions that must be 
met for disability benefits 

to begin, and the 
amount, frequency and 

duration of those 
benefits. Disability Benefits

Disability benefits are paid by the insurance company to plan
participants who become disabled, as defined in the policy.

33 34

35 36
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Salary Continuation Plan Variations

37An Insured Disability Salary Continuation Plan

Salary continuation plan variations relate directly to the tax deductibility of disability income
insurance premiums and the tax treatment of disability benefits.

1. Employee-Paid Plan: The employee pays the full premium with after-tax dollars. This is the only plan
available to sole proprietors, partners and more-than-2% S-corporation shareholders, who can,
however, elect one of the other plan variations for their employees.

Premiums Paid by: Benefits Paid to:
Tax Results

Premiums Benefits

Employee Employee Not deductible. Tax free.

continued on next slide

2. Employer-Paid Plan: The employer pays the full premium.

Premiums Paid by: Benefits Paid to:
Tax Results

Premiums Benefits

Employee Employee Deductible by employer;
not taxable to employee. Taxable.

Salary Continuation Plan Variations

38An Insured Disability Salary Continuation Plan

3. Bonus Plan: The employee pays the premiums. The employer, however, pays the employee a bonus equal
to the premium or premium plus tax on the bonus.

Premiums Paid by: Benefits Paid to:
Tax Results

Premiums Benefits

Employee, using 
employer-paid bonus Employee

Not deductible; however,
employer can deduct the
bonus, which employee
must report as income.

Tax free.

4. Split Premium Plan: The employer and employee share the premium payment.

Premiums Paid by: Benefits Paid to:
Tax Results

Premiums Benefits

Employer and 
Employee Employee

Employer portion deductible
and not taxable to

employee.  Employee
portion not deductible.

Portion attributable to
employer's share of
premium is taxable.

Portion attributable to
employee's share of
premium is tax free.

Summary of Insured Disability Salary Continuation Plan Tax Results

39An Insured Disability Salary Continuation Plan

Employer-Paid Premiums:

Disability income insurance premiums paid by the business are tax deductible if benefits are
payable to participating employees, and are not included in participating employees' income.

Exception: Premiums paid for sole proprietors, partners and more-than-2% S-corporation
shareholders are not tax deductible.

If the business is entitled to receive the disability benefits, the premiums are not tax deductible.
However, the business then receives the disability benefits tax free and can use them to pay a
tax-deductible salary continuation benefit to the disabled plan participant.

Disability benefits must be reported as income as received. In addition, the first six months of
benefits are subject to FICA taxes.

Exception: Benefits payable to sole proprietors, partners and more-than-2% S-corporation
shareholders are tax free.

Employees under age 65 who meet the Social Security definition of total and permanent
disability may qualify for a limited tax credit on taxable disability benefits.

Employee-Paid 
Premiums:

Disability income insurance premiums paid by an employee are not tax
deductible.

Disability benefits are received tax free.

Insured Disability Salary Continuation Plan Action Checklist

40An Insured Disability Salary Continuation Plan

Select the employee(s) to participate in the plan, as well as the salary continuation benefits
and durations.

Select the appropriate disability income insurance funding vehicle(s).

Establish each employee’s insurability.

Arrange for payment of premiums.

Now...

Draft and execute a salary continuation
plan and a corporate resolution
authorizing the plan, if appropriate.

Communicate the plan in writing to all
plan participants.

Review the issued policy(ies).

Short-Term...
An annual review can help ensure that
the plan remains current.

Evaluate other employee benefit planning
needs.

Coordinate owner-employee salary
continuation benefits with business
continuation needs at disability.

Longer-Term...
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