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Executive Summary 
 

High quality individual disability insurance should be part of any well-designed comprehensive financial 
plan for highly compensated clients. As clients age and approach retirement, the industry tradition has 
been to cancel individual disability insurance policies because advisors and clients have determined that 
financial independence during the later years of employment are less risky, and the policy does not 
serve its intended purpose of covering long-term loss of income risk.  

A lesser-known strategy is strategic policy management. During these later years of employment, this 
can provide premium reductions without complete cancelation risk. Many advisors aren’t aware that 
they have the ability to adjust individual disability insurance policies throughout a client’s career with 
minimal underwriting requirements. This white paper will help provide a guide to review policy features 
and effectively reduce premiums while minimizing a client’s financial risk exposure. 
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Importance of the Review 
 

There are numerous reasons to review your clients’ disability insurance. Because a successful retirement 
cannot reasonably be obtained without consistent monetary contributions – and a healthy career is 
typically how clients earn consistent income – protecting the ability to work and earn income is crucial 
to the success of a long-term financial plan.  

Conducting comprehensive planning requires the extra effort to make a difference. Whether a 
recommendation includes policy reductions, policy increases, or a complete policy cancellation, your 
clients will have peace of mind knowing that they’re financial advisor is doing their due diligence and 
looking after their best interests.  

 

Avoid Policy Cancellation 

It’s common for advisors to recommend an individual policy cancellation once a client hits their mid-to-
late fifties. This may appear like a compelling strategy as premium savings can be significant, but there is 
risk that lies around this decision.  

First, clients in their mid-fifties are generally in their highest income-earning-years. The risk of a 
disability without any coverage means an abrupt stop of considerable income. These are years when 
saving is moved into overdrive as clients prepare for retirement. If the disability strategy has turned to 
self-funding, this responsibility lies solely on a client’s shoulders instead of an insurance company’s. 
Rather than saving towards retirement, clients will be pulling from their savings, drastically affecting the 
long-term success of their financial plan. 

Second, this time period is when clients have their most occupational experience and responsibilities 
along with their higher earnings. Clients may feel they can perform these occupations with minimal 
effort, but this is simply their optimism bias and ignorance of the physical and mental impacts that real 
illnesses have on the human body. The demands placed on clients’ physical, intellectual, and emotional 
health during these years are critical to maintaining their high performance and compensation. 
Considerations of specific work responsibilities and demands on physical, intellectual, and emotional 
functionality should be reviewed prior a policy cancelation.   

Third, the natural aging process is inevitable. We all wish to delay it as long as possible, but some of us 
aren’t so lucky. Aging starts when adulthood is reached, and many of our organs show a gradual decline 
over our lifespan. Our heart, for example, becomes more vulnerable to disease as we age. Kidneys 
receive around 25% of the blood pumped by the heart every minute, and blood flow decreases with age, 
thus decreasing kidney function.1 A client’s existing health and future health should be considerations 
prior to policy cancelation.  

                                                           
1 Shock, N. W. (2015, February 3). Human Aging. Retrieved from https://www.britannica.com/science/human-aging 
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This is not to say that policy cancellation is never the answer. For some clients, this strategy is 
recommended when financial security has been reached. But more than premium savings and benefit 
needs should be explored with every client as the recommendations are not simply black and white.  

 

The Optimism Bias 

There’s a phenomenon known as the “optimism bias” which explains our human tendency to be more 
optimistic than rational. Studies show that we underestimate our chances of losing our job, being 
diagnosed with cancer, and getting divorced, but we overestimate our chances of having gifted children, 
achieving more than our peers, and our life span.2 This bias influences our decision making processes, 
decreasing the rationality of our choices.  

This bias can most often be seen when it comes to financial and risk-based decisions. Because people 
tend to believe they have better chances of escaping illness and injury, they feel the need for disability 
insurance is minimal. And when clients have increased financial means, they feel even less likely to need 
coverage. Clients tend to overestimate their ability to physically and financially withstand a disability at 
older ages, resulting in more policy cancellations. This influenced thinking is not rational and is instead 
fueled by emotions – emotional financial decisions are risky decisions.   

Working through optimism bias is a critical component when discussing the continued need for disability 
insurance. Advisors want to avoid emotional financial decisions when discussing retirement planning, 
and it should be no different when discussing the financial consequences associated with self-funding 
new risk after policy cancelation.  

 

 

 

 

 

 

 

 

 

 

 

                                                           
2 Sharot, T. (2011, May 28). The Optimism Bias. Retrieved July 13, 2017, from 
http://content.time.com/time/health/article/0,8599,2074067,00.html 
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Individual Disability Insurance: Huge Hidden Advantage 
 

The Huge Hidden Advantage 

A little-known-fact in the insurance industry is the ability to make policy reductions back to the original 
effective date of the policy without medical underwriting. This means that if a client requests their policy 
features or benefits be reduced (not increased), this can be accomplished without the need to prove 
medical underwriting approval. The specific reduction request must be part of the original policy series 
at the time of purchase to be effectively accomplished.  

 

Policy Control 

The ability to make adjustments to coverage is unique to individual insurance. One of the many 
downfalls of employer disability coverage is that it cannot be customized to a client’s needs. Individual 
policies can be personalized when initially purchased, and they can be adjusted throughout a client’s 
career as their needs change. Effective policy and rider selection during purchase is critical to a well-
constructed strategy.   

 

Policy Choice Matters at Purchase 

When initially purchasing individual disability coverage, it is important to also view it as a strategic 
financial planning tool that will be used in the future. Don’t view it as simply a solution for today’s 
immediate financial risks, but instead as a stable vehicle that will provide a solution for an uncertain 
future. The following are important features in a policy to identify prior to purchasing.  

 

How many benefit period options are available? 

Benefit periods are a way to save premium without increasing any risk for a client as they age. Many 
policies will allow protection to age 65, age 67, and even age 70, but just as important in the policy 
series selection is if they also offer 10 year, 5 year and 2 year benefit periods as well. These additional 
durational periods will serve as valuable reduction tools as a client approaches their target retirement 
date by shifting their existing durational protection to a defined durational policy at the appropriate 
time. If done properly, the client can reduce premiums and not actually reduce durational protection. 
For example, if a client has a To Age 65 benefit period, you can change the benefit period to 10 years at 
age 55. The benefit period remains the same but the premium is now less expensive.  
 

What policy riders are available? 

Policy rider selection can be just as important as the policy structure when personalizing a client’s 
coverage strategy. Too often, however, these riders are neglected by the insured and their advisor as 
the client’s coverage needs and strategy change over time. A review of each rider’s purpose and 
effectiveness moving forward with the strategy can provide great consultative and premium reduction 
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value over the long term.  
 

Are future increases issued from existing policy or new policy series? 

The most important policy rider you can attach to an individual disability policy is future insurability 
protection. As a client ages, their health will inevitably worsen and make it more difficult – if not 
impossible – to access insurance markets depending on their health condition. When adding these 
insurability riders you want to check to see if future increases activated under this rider will be issued 
from the existing policy series or if they will be issued from a new policy series at the time it is activated. 
This may not seem to matter at first, unless you are consulting physicians or dentists because insurance 
companies change how they insure different segments of the workforce. For example, at the time of 
purchase, Specialty Own Occupation definition of disability may have been offered on the original policy 
series, but when that client looks to increase their benefits that carrier will now offer only a temporary 
or reduced level of Specialty Own Occupation protection for those increase amounts. This leads to 
inconsistencies in overall protection as each contract, even with the same carrier, is paid based on their 
own language. It is preferred to select carriers that will amend the original policy series as opposed to 
issuing new policy series that are as close, but not exact, to what the client originally purchased.  
 

 
Policy Types: Non-Cancellable and Guaranteed Renewable, Guaranteed Renewable, and Limited Term 

The following policy types are most common within individual policies and it’s important to note their 
differences.  

 

Non-Cancellable and Guaranteed Renewable (To Age 65 or 67) 

Non-cancellable means that the insurance company cannot change policy language or premiums so long 
as the premiums are paid in full and on time. The guaranteed renewable aspect means that policy 
language cannot be changed if the insured’s health changes during the policy ownership.  

The future insurability and fixed policy language and price is why individual disability insurance is 
recommended for young professionals. This way, they can establish their foundational coverage and 
guarantee themselves additional coverage even under poor health conditions as they increase their 
occupational responsibilities, which in turn increases the value of their Own Occupation definition of 
disability within these policies.  

 
Guaranteed Renewable 

If a policy is solely categorized as guaranteed renewable, the policy language cannot change if future 
health changes during policy ownership, but the insurance company reserves the right to change 
premium pricing. This price change would be done across the policy series, not a specific insured’s 
policy. There are consumer safe guards and requirements that an insurance company must satisfy 
before passing an increase. These requirements typically include approval from the state insurance 
commissioner to support the unexpected actuarial risk of loss that was underpriced from the beginning. 
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Because premium changes require substantial costs for approval, these premium changes have been 
very rare in the disability industry. If a company finds that they’re pricing structure is inaccurate, they 
typically stop the sale of new policies and create a new policy with corrected pricing for new clients 
rather than filing for an increase. However, it is important to note that increases can still happen and full 
disclosure to a client is highly recommended.     

 
Limited Term 

This structure means that policy language and premiums cannot change for a defined period of time. 
This time period is usually limited to five or less years and found most often in the high-risk markets like 
Lloyd’s of London. Once the time period has passed, the insurance company can reevaluate the risk 
they’re taking on from a specific individual and require new medical eligibility to be satisfied. This can 
lead to added medical exclusions and limitations and a change in premium pricing prior to renewing.  
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How to Begin 
 

Defining a Client’s Strategy and Needs for Coverage 

Beginning the process of evaluating coverage and determining if a client should cancel or change their 
existing policy design starts with understanding that client’s risk tolerance and financial situation. This is 
unique to each client – there are no rules on how to reduce or cancel coverage, only areas of 
consideration. These can mean more financial risk for the client, but this is to avoid complete exposure 
brought on by total cancelation.  

Be aware that once a policy is cancelled, those advantages and guarantees are lost. A client will need to 
begin the process of purchasing insurance from the beginning, including completing medical 
underwriting, telephone health interviews, and a medical record review. Their current age will also be 
used in the pricing of insurance. If the client is unhealthy, securing coverage similar to what they 
cancelled will not be possible. Ask yourself these basic questions before recommending a policy change: 
 

1. With the cancellation or reduction of existing coverage, where would expected benefit 
payments be offset if the client becomes disabled?  
 
Is the client prepared to make up the difference in lost benefit payments with their own savings 
and investments? If so, get this in writing before changing or cancelling a policy. Documentation 
is critically important for the client’s family, who will bear the brunt of these decisions.  
   

2. Are the existing riders still meeting the original strategy of coverage? 
 
Not all riders remain necessary as the client ages and approaches retirement age.   
 

3. Will the client do a trial retirement, consulting work, or be self-employed in the future? 
 
If so, retaining some level of coverage is prudent when employer coverage is no longer available. 

 

Basic Contractual Review 

We first review existing coverage to find simple reductions in premiums. Many clients lose contact with 
their original insurance agent or have forgotten to review temporary premium increases and aren’t 
aware of simple changes they can make. Here are some areas to review first: 

 
Smoker Premiums 
20% to 25% premium savings 

If a client received a smoker rate on their original policy but has now completed a smoker sensation 
program and has been nicotine free for at least 12 months, premiums can be permanently reduced to 
non-smoker rates. This will often require a blood test to prove that no nicotine is in their system.  
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Build Premiums 
25% to 50% potential premium savings 

Ratings based on height and weight can be added during underwriting. If a client has lost weight and 
satisfies a lower rating table, they can get these ratings reduced to their proper height and weight table.  
The weight loss must be sustained for at least 12 months to be considered. Note that underwriting will 
often cut the total weight loss in half for reduced table qualification because statistically, weight gain is 
expected to return.  

 
Medical Exclusion Reconsideration and Risk Premium Removals 
25% to 50% potential premium savings 

During underwriting, these ratings can be added on a permanent or reconsideration basis. The policy 
booklet will not disclose which basis these ratings were added but instead this is disclosed to the 
insurance agent during underwriting. Depending on how well your client’s insurance agent tracks these 
ratings and follows up with clients regarding reconsiderations options, a client may not be aware of their 
opportunities for premium savings.  

Note that these options require the review of medical records or updated medical exams. It’s suggested 
to discuss with underwriting the possibility of having a client’s rating removed prior to requesting a 
client pursue these requirements.  

Even if medical history has worsened since the original rating, the client cannot have any exclusions or 
ratings added or excluded to their existing coverage if medical information is disclosed to the insurance 
company.  

 

Advanced Contractual Review 

After reviewing the policy for medical underwriting premium charges and exclusions you can begin the 
process of policy structure redesign.  

As clients age and get closer to retirement, their savings and emergency funds generally increase. 
Therefore, their ability and willingness to take on more financial risk also increases.  

 
Elimination Period 
8% to 12% potential premium savings 

An easy place to start is requesting an increase in the elimination period (waiting period) before benefits 
begin. This will place more financial risk on the clients existing emergency savings, but adjusting may be 
prudent per the client’s personal financial situation.  
 

COLA Rider Removal 
10% to 25% potential premium savings 
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As a client gets closer To Age 65, their COLA rider loses its compounding impact. Remember, COLA is 
activated after 12 months of claim payments and is not an inflation rider that increases benefits while 
owning the policy. This is only activated during benefit payments.  

 
Future Insurability Rider Removal 
10% to 20% potential premium savings (some are added at no additional cost) 

This is the last rider to remove if possible. Future insurability guarantees should not be taken lightly. 
However, these riders are set to naturally remove themselves (and their premium charges) once the 
client reaches the defined ages in the policy where no further increases are allowed. This is often 
between the ages of 50 and 60 depending on the policy.  
 

Non-Cancellable Rider Removal 
15% to 35% potential premium savings for older policies and 5% to 10% for newer policies 

Some carriers have made this feature an added rider that’s included in the line items charges of policy 
riders. During a client’s older ages there is less time for an insurance company to potentially change 
premiums per the client’s state and risk class as mentioned earlier. This can be a great place to save 
additional premiums without changing any other contractual features of the policy. Remember, 
removing Non-Cancellable only impacts premium guarantees and does not impact contractual 
guarantees. Be aware that by changing this feature, there may also be reductions to other riders 
included on the policy without changing their contractual language.  

 
Catastrophic Disability Rider Removal 
10% to 15% premium savings 

This rider is the most inexpensive rider to include on an individual policy as it is designed to protect 
against severe illness or injuries that result in Presumptive Disabilities (Hearing, Sight, Speech, Use of 
Hands or Feet) and the loss of two out of six ADL’s or severe cognitive impairments. As a client 
approaches retirement, these savings can be repurposed to long-term care strategies that are designed 
to accomplish this risk transfer more effectively for a longer period of time.  

 
Specialty Own Occupation Rider Removal 
10% to 20% premium savings 

Some insurance policies will include separate riders for their extension of specialty protection for 
physicians, dentists, and lawyers. The specialty rider does two things: it first defines the own occupation 
as a defined medical, dental, or legal specialty. Second, it allows the insured to work in another 
occupation while receiving total disability benefits if disabled as a specialist. However, some of these 
same carriers will define a specialist in medical, dental or law as part of their own occupation and not 
working definition of disability. This means the client can still have specialty protection, but if choosing 
to work in another occupation their benefits will be reduced based on pre-disability earnings 
calculations. If a physician client is approaching retirement, the willingness to work in another 
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occupation or alternative medical specialty may not be preferred, and thus this added layer is simply 
extra premium.  

 

Advanced Contractual Review: Reducing the Benefit Period 

The last place to go for additional premium savings is changing the expected duration of benefit 
payments.  

This strategy can be utilized to reduce premiums at any stage in the review process, but is most 
effectively employed starting at age 55 or 60.  The reason for this is to avoid as much risk of guessing 
wrong about the client’s future health. By reducing the benefit period too soon, the risk of suffering a 
disability lasting longer than their benefit duration period can still bring financial hardship that 
otherwise would have been mitigated by keeping their original policy duration.  

If employed effectively at the right milestone ages, that potential risk is virtually eliminated. For 
example, once a client turns 55, they technically have 10 years of benefit protection if the policy 
included a benefit period To Age 65. However, if available, the client can request to reduce their policy 
benefit period to a 10 year benefit period. This will reduce their premiums back to the original age of 
policy purchase and will allow them to maintain the same amount of duration protection at a lower 
premium.  

The 10 year benefit period includes lesser than language. This means it will pay the lesser of 10 years or 
To Age 65 benefits. So as they continue to age, their benefit period eligibility will naturally reduce as it 
did with the To Age 65 benefit period.  

This strategy can then be duplicated for additional premium savings as the client reaches milestone ages 
of 60 and 63 by utilizing the original policy series of five-year and two-year benefit periods. This is the 
same amount of duration protection at reduced costs.  

All of this can be done with a signed letter or carrier change request form. Amendment pages will be 
provided and reduced premiums will be non-cancellable and/or guaranteed renewable moving forward.  
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Conclusion 
 

There is much to be gained by providing clients with appropriate, competent, and timely disability policy 
management advice. Some of the benefits are client education, client satisfaction, and even premium 
savings. This starts by making the conversation about poor health and disability strategic planning an 
integral part of the comprehensive planning process. It continues as clients accumulate their retirement 
nest egg and when they approach the transition into retirement. Disability insurance is not just 
something that is checked off the list – it is a valuable component to many clients’ comprehensive 
financial strategy.   

By adding policy analysis, consultation, and management, the next generation of financial advisors can 
bring a whole new perspective on the subject and provide a differentiation in their advice platform not 
widely utilized by their competitors.    
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