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Employer-Sponsored Disability 
Benefits – What You Should Know

We have all heard 
about the rising 
costs of disability 
benefits. We know 
there have been 

more claims in recent years and 
those claims have lasted longer. 

Companies are feeling the pinch and 
looking for ways to reduce their costs. 
But in our experience, we’ve found that 

disability benefits are often poorly un-
derstood by both employers and employ-
ees. Deciding when and how to make 
changes and how to support your staff 
when you do, requires a deeper look into 
the purpose of disability benefits and the 
specifics of how they work. 

When employees are hired, many are 
concerned about health and dental ben-
efits. These benefits meet the most im-
mediate needs and are the most frequent 
source of claims.

New hires may ask if they have a dis-
ability benefit, but how often do they 
ask about the details? Once an employer 
confirms that disability coverage is in-
cluded, many employees don’t inquire 
further, either assuming that it’s likely 
similar to what they had before or simply 
not worrying about something they don’t 
imagine they will ever need. 

We believe it’s important for employ-
ees to understand disability benefits. If 
employees are fully aware of what their 
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disability benefit covers, and for how 
long, some may want to investigate the 
option of purchasing an individual dis-
ability benefit to top up their employer-
sponsored plan.

So what should employees be asking 
and considering when it comes to dis-
ability benefits?

The Pay Period 

For many years, the long-term disabil-
ity benefits offered through an employer 
would pay a disabled employee out to age 
65 if they remained disabled that long. 
But today, due to the rise in claims and 
costs, many companies are decreasing the 
pay period to 10 or even five years after 
the injury to save costs. But this change 
is not only due to rising costs. In the past, 
employees often remained with an em-
ployer for a major part of their working 
career, or even all of it. That is not the case 
in today’s workforce. As a result, today’s 
employers may question their obligation 
to provide top-notch disability programs. 
Employees should be aware that not all 
disability benefits are created equal.

It would be a sad day for a 35-year-
old person who becomes disabled, and 
will never work again, to learn that their 
long-term disability (LTD) benefit will 
only pay them for five years. That could 
be devastating to the employee and their 
family. And it would be too late for them 
to consider purchasing an individual dis-
ability benefit to top up that period of 
payment.

The Benefit Amount

An employee should know what per-
centage of their monthly earnings is used 
to determine what their monthly LTD 
benefit would be, and what the maximum 
benefit is. For example, a benefit that is 
determined based on 65 per cent of 
monthly gross earnings may look decent, 
but if the maximum benefit is $4,000 
and the employee is earning $10,000, 
then the LTD benefit is not insuring all 
of their earnings. An individual disability 
benefit could be used as a top up.

‘Own Occupation’  
And ‘Any Occupation’

Group disability benefits have two 
different periods, with different defini-

tions within each period. The first period 
is known as the ‘own occupation’ period 
and it begins when a person is accepted 
for LTD. In order to qualify for the ben-
efit, the disabled person must be unable 
to perform the essential duties of their 
own occupation. This period typically 
lasts for two years.

The next period is known as the ‘any 
occupation’ period. In order to continue 
to qualify for the benefit, the disabled 
person must be unable to perform the 
essential duties of any occupation for 
which they are qualified or may become 

qualified for through training, education, 
or experience.

Statistics show that for many claim-
ants, the LTD benefit terminates with 
the change in definition, as the carrier 
determines that they no longer satisfy 
the definition for the ‘any occupation’ 
period. Very few claimants understand 
the two different periods and the signifi-
cance of having to re-qualify at the end 
of their ‘own occupation’ period.

To create an LTD benefit that has a 
longer ‘any occupation’ period would be 
very costly.

In fact, with the desire to decrease 
costs, some companies have even started 
decreasing the standard two-year ‘own 
occupation’ period to just one year.

Partial Disability Clause

A partial disability clause is also valu-
able to the employee and it is not necessar-
ily included in all plans or by all carriers. A 
partial disability clause, or residual clause, 
allows flexibility within LTD benefits.

Most disabled employees would 
choose to work in whatever capacity 
they can. If they find they can work two 
days a week and manage their disability, 
a partial disability clause allows them to 
do that while keeping their LTD benefit. 
The benefit is adjusted based on what the 
earnings are, meaning that the combined 
earnings plus the LTD top up benefit as-
sure the employee that they will continue 
to receive at least what the full LTD ben-
efit would pay them.

This is positive for the employee be-
cause they can work when they are able 
to and yet not lose the disability benefit 
completely. It allows the disabled individ-
ual to return to work on a gradual basis 
while they are recovering. This is also pos-
itive for the insurance carrier as it reduces 
the payment, while still supporting the 
individual in the return-to-work process.

When the LTD benefit does not have 
a ‘partial disability’ clause, then the above 
scenario is not possible. The employee 
who returns to work in any capacity is 
taken off LTD.

It becomes very black and white – the 
individual must either work and forfeit 
the LTD benefit or not work and collect 
the benefit.

Cost Of Living

Does the LTD benefit include a cost 
of living adjustment? This may not mat-
ter to the claimant who is out for several 
months. However, for an individual who 
may never work again, having their ben-
efit increase along with the cost of living 
each year can be very important to en-
suring continued quality of life.

Individual Disability Policy Top Up

There may be a greater need than ever 
for individuals to look at purchasing an 
individual disability policy that covers 
whatever shortcomings are within the 
employer benefit policy.

Individual disability policies have 
many options when it comes to the wait-
ing period, the pay period, how much it 
pays, etc. If the individual policy had a 
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two-year waiting period before begin-
ning to pay, that would get the individual 
through their ‘own occupation’ period 
and cover the risk of losing the group 
LTD benefit at that time. It would also 
help keep the cost of the individual ben-
efit at an affordable level.

Educating Employees

Employees need to take some respon-
sibility in learning about the disabil-
ity benefit their employer provides. But 
what responsibility does the employer 
have to ensure the employees understand 
the details of their disability benefit?

Employers, and/or their representa-
tives, need to be knowledgeable on the 
disability benefit as well. Have employers 
explored where this discussion fits into 
their hiring practice? Are employers, the 
HR person, or the plan administrator 
knowledgeable enough to have that dis-
cussion with the employees? 

The responsibility to learn about dis-
ability benefits is shared, but in today’s 
marketplace, the best practice for com-
panies that want to attract, retain, and 
support great staff is to provide educa-
tion on their benefits plan and empower 

their employees to make good decisions 
about their current and future physical 
and financial health.

Disability is a difficult topic. Most 
people feel invincible and believe that 
it would never happen to them. I assure 
you that those individuals who have be-
come disabled had the same thoughts.

Statistics Canada indicates that 
working age Canadians have a one-in-
three chance of developing a disability 
that will last for more than three months. 
People are more likely to become dis-
abled during their working life than they 
are of dying prematurely.

When an employer includes disability 
benefits in their benefit plan, then it is in 
the best interest of employees and em-
ployers to understand what that benefit 
is and what it is not. BPM
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