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For most of us, our greatest asset is our ability 
to earn money. We protect our other assets (our 
home, our car, our life), and yet many of us never 

consider the importance of providing adequate income 
in the event of disability. It is estimated that almost 1 in 
7 people will be disabled for at least five years before 
reaching the age of 65. More people will lose their homes 
each year because of the wage earner’s disability than 
because of his or her death. Put simply, disability can be 
the single biggest event of one’s life, and the odds of it 
happening are high.

So, what should you do? Hopefully, you have not yet 
suffered a disability. If that is the case, I am glad you are 
healthy and safe, but it is time to plan ahead. When you 
plan, you should first take a clear inventory of what you 
already have and what resources are available to you. This 
would start with a balance sheet of your assets and de-
termining if that asset is already earmarked for a specific 
purpose. Then you should determine what insurance poli-
cies you may already have, either previously purchased or 
through a plan at work. It is important to do your research 
to thoroughly understand the benefits being offered, how 
the benefit is paid out, the taxation of the benefit, how 

long the benefit will last, and if there is a waiting period 
before the benefit is accessible. You will also need a list 
of your expenses. This list should not just be your monthly 
recurring expenses, but you should keep in mind things 
that occur annually, such as insurance premiums, gifts 
during the holidays, and travel.

With a clear inventory in place, ask yourself the follow-
ing questions. What would happen if I became disabled 
for an extended period? How would I afford to pay my 
bills, let alone put food on the table and clothes on my 
back? What about my other goals, like retirement, or fund-
ing the kid’s college?  

For many of us, this thought is just too scary to even 
consider. But with the odds being around 1 in 7, you really 
should not avoid this exercise.

The first step many people consider is lowering expenses 
and running on a smaller budget. Reducing or eliminating 
unnecessary expenses is a good practice for your financial 
health no matter what, but especially in the event of dis-
ability. Cutting back on cable, subscriptions, grocery, and 
dining-out budgets are all good ways to reduce expenses. 
You may find that you really do not need a double mocha 
cappuccino with extra whip cream to get your day started.  
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Beyond that, you can 
earmark certain assets to 
be used as a substitute for 
a paycheck; this is often 
called “self-insurance.”

Any asset used for this 
purpose must be “liq-
uid,” or easily convertible 
to cash. Also, make sure 
you understand any appli-
cable taxes and fees that 
could reduce the amount 
available. This is often 
overlooked with regard to 
retirement accounts. If you 
have a plan through work, 
such as a 401(k), you may 
be able to take a loan from 
the plan. But these loans 
carry an interest rate, and 
the assets will also not be 
invested, meaning you lose the potential growth for future goals. 
In some cases, you may be able to access the plan through what 
is known as an “in-service hardship withdrawal,” but you will owe 
taxes on that distribution and you could also owe a 10% penalty. 
You may be able to waive the 10% penalty if the disability is 
determined to be a “total and permanent disability.”  The same 
taxes and potential waiver of the 10% would apply to your IRAs 
as well. These expenses can dramatically reduce the funds you 
have available.

When evaluating the plan you may have through your em-
ployer, there are several factors to consider. First, make sure 
you understand how much it will pay out.  They are often de-
scribed as a percentage of your current salary. These benefits 
are often taxable as well—which means if you are getting 70% 
of your salary, you still owe taxes on that benefit. So if you pay 
a total of 30% taxes on your current pay, your take-home pay 
is about 70% of your pay rate, but if your policy pays 70% of 
your take-home rate, then you pay 30% taxes, and you will only 
receive 49% of your pay rate. In other words, you would nor-
mally take home 70% of your pay rate and now you are taking 
home 49% of your pay rate. It is also important to determine 
how long these benefits last and how long it will take for these 
benefits to begin. 

Many people turn to the Social Security Administration (SSA) 
for assistance. They soon find out that it’s hard to qualify for 
benefits. To receive benefits as an adult, first you will need to 

have the correct amount 
of credits, which is a slid-
ing scale based on when 
you started working, and 
you must have a physi-
cal or mental impairment 
that has lasted or is ex-
pected to last for at least 
12 months or is expected 
to result in your death. Your 
impairment must also be 
severe enough to prevent 
you from performing any 
“substantial gainful activ-
ity,” or in other words, the 
work that you were doing 
when you became disabled 
or any other work. 

This is important to un-
derstand: Social Security 
Disability is an “ANYOC” 

policy, meaning disabled from any occupation. It is possible to 
purchase an “OWNOC” meaning own occupation policy from a 
private insurer, which covers you in the event you are disabled 
only from your current profession. These are typically offered at 
a higher premium cost but can provide significant benefits if you 
should ever become disabled.

In addition, you can transfer your risk to an insurance com-
pany by purchasing disability income insurance. The reason we 
buy insurance of any type is so that we can transfer our risk 
to an insurance company. Although you can never completely 
eliminate risk, purchasing a disability income insurance policy 
shifts the risk of loss of income to the insurance company. Be-
cause it is a large institution, the insurance company is in a 
much better position to shoulder this risk than you are as an 
individual. This is because the insurance company pools the 
risks of many individuals, the majority of whom will probably 
never become disabled. These policies are sometimes offered 
as part of a benefit package through your employer. These poli-
cies can be very complicated and come with a wide variance 
from company to company. As always, I suggest you work with 
a knowledgeable, independent insurance or financial advisor to 
help you pick the right policy.

Securities and advisory services offered through Royal Alli-
ance Associates, Inc., member FINRA/SIPC. Insurance services 
offered through Freedom Financial Wealth Management, Inc., 
which is not affiliated with Royal Alliance, Inc.


