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Disability insurance

Disability insurance

Learning objectives

This module will enable you to

* Examine assumptions

* Model policy details

* Define needs

* Generate an analysis using reports and graphs

* Use the milestones method of analysis

Disability Income category

NaviDian

Financial Planning Software

The Goals section — Disability Income category is used to enter or
select settings about the following:

* Disability income assumptions, such as when disability
begins

* Define needs (modify the percentage of expenses that are
applicable)

Home
Calculators
Disability income reports are accessed and generated on the
Results section — Additional Reports — Insurance category —
Disability Insurance page.

Getting Started
Financial Picture

Strategies

Goals

Retirement

Education
Major Purchase

Emergency Fund
Surviveor Income

Disability Income
¥ Long-Term Care

b Estate Planning

Results

Figure 1: Navigation bar showing the
Goals section — Disability Income
category

Learning objectives 1
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Examine assumptions

The following disability insurance assumptions are made in NaviPlan Extended:
* Disability begins at the start of the next year

* Disability insurance benefits come into cash flow

* Capital retention in pre-retirement is used

* Variety of analysis methods are available

2 Examine assumptions



Model policy details

Disability insurance

insurance Coverage

Insurance Coverage | Reports

b Instructions

Insurance Coverage
Life Insurance Edit All | Add
Description Insured Death Benefit Premium Delete

David's Life insurance jl $470,000 | $50 jmo | X

NaviPlan Extended - Disability Insurance Policy

David Train and Mary Trai... - Core and Elective Base - NPE Level 2

II Insurance Coverage

<< Previous Entry Next Entry = >

Help
Disability Insurance
Long-term Details
Description Description® Policy Type*  Insured* Policy Owner* Company Policy Number
Short-term |Long-term |Group LTD ~| |pavid ~| |pavid ~| |
Short-term |Benefit
Lona Benefit Taxable Benefit Indexed
ong-term Benefit Amount* Frequency™ Benefit  Infl  +/AddY
Long-term & 0% e |M0nthly | I3 r +| 0.00%
Long-Term Care Insura| % of sslery Fist Dolar
offset by
Maximum Indexed Benefit* ‘Waiting Period* Benefits Period™ Social Sec
Description & INone x| | 3 IMonthsj GE IYears of Age ~| I
LTC Insurance Calulsted As Dollzr Amount
LTC Insurance Premiums
Premiums Premiums
F i Premi F i Ceaseat Ceaseon Premium Indexed
Payer® Amount* Frequency* Age Date* Infl +/-AddT
| David ~| | 50 |Monthly v|[ 54  |Retirement I~ +[0.00%

Cancel

Figure 2: Financial Picture section — Insurance Coverage category — Insurance Coverage page — Disability insurance

description link — Disability Insurance Policy dialog box

Model policy details
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Define needs

D;sab”}fy Income David Train and Mary Trai... - Core and Elective Base - NPE Level 2
Objectives | Reports

b Instructions

lculators | To

Other Expenses S
%, Applicable % Applicable
Description Memb Freq Y A t to Disability to Ret. & Dis. Start Date End Date _Diail
Retirement Travel Joint Annually £10,000 100% 100% Retirement Retirement + 10| BF
i
Retirement Joint Annually £175,000 100%: 100%  Retirement Death E:4
=t
Child Care Joint Annually £5,000 100% 100% Death Death +20 B
i
Housing Joint Monthly 43,000 100% 100%  1/1/2009 Retirement B
i
Food Joint Monthly £1,500 100% 100%  1/1/2009 Retirement B
—
Transportation Joint Monthly 2,500 100%: 0% 112009 Retirement Br
)
Entertainment Joint Monthly £3,000 100%: 0% 112009 Retirement E:4
e
Personal Joint Monthly £2,500 100% 0%  1/1/2009 Retirement B
i
Other Joint Monthly £1,500 100% 0%  1/1/2009 Retirement B
—
Property Taxes Joint Monthly £500 100% 100%  1/1/2009 Death B
Expenses During Disability
Description* Type* Owner* Child Freguency* Amount® Start Date* End Date* Infl +/- Add'l _Diails Delete
| |Ufestyle  =| Point =] | -] |annualy = | |Disabilty |Dec312099 W +0.00% B X
) — — — e
| |Ufestyle  =| pont = | ~| lannualy =| | |Disabiity |Dec312999 W +0.00% (B | X
— — — — J— e
| |Lfestyle  ~| [oint | | -] lannualy =] | |Disabiitty |Dec312098 W +0.00% B @ X
— — — — —
| |Ufestyle  ~| [oint =] | -] lannualy =] | |Disabiitty |Dec312998 W +0.00% (B | X
) — — — — ot
| Lifestyle | Joint  +| | =| |annualy | | |Disabiity |Dec312309 ¥ +[0.00% |BF| | X
Display I j new entry row(s)

Figure 3: Goals section — Disability Income category — Objectives page

4  Define needs



Generate an analysis using reports and graphs

Disability insurance

2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021

Cash Flow Summary if David is disabled
Train
Core and Elective Base (2009)

(David & Mary)

After Tax Total Current Surplus/  Accl

Age(s) Totalincome  Total Tax Income Expenses Deficit Surpl
41/39 887 587 126,112 761,485 873,909 13,688
42/40 736,209 64,818 671,390 796,608 (41,238)
43/41 742 664 69,547 673,117 806,198 (45,676)
44/42 T57 876 82475 675,401 874,309 (102,148)
45/43 762,993 79,696 683,297 827 234 (48 498)
46/44 768,211 83,013 685,198 836,427 (52,926)
47145 773,511 86,412 687,099 845 877 (56,411)
48/46 TI7.637 220,300 557 337 985,998 151,845
49/47 769,045 87,259 681,786 859 377 (72,528)
50048 773,989 90,666 683,324 869 396 (76,373)
51/49 778,896 94 109 684,787 879,651 (80,216)
52/50 T83 T30 97 575 686,155 890132 (84,023)
5351 789 278 101,171 688,106 900 954 (87 788)

umulated

us! Deficit

13,688
(27,550)
(73,226)
(175,375)
(224.874)
(277,800)
(334.211)
(182 366)
(254,895)
(331,268)
(411,484)
(495,513)
(583,302)

This report illustrates the impact of David becoming disabled at the beginning of NEXT year (2010).

Figure 4: Goals section — Disability Insurance category — Reports page — Cash Flow Summary if David is disabled report

Generate an analysis using reports and graphs
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Use the milestones method of analysis

Assumpﬁons David Train and Mary Trai... - Core and Elective Base - NPE Level 2
General | Milestones | Capital Loss Carryovers | Unused Charitable Donations | &.M.T. CarryForward | Calculators | Tools

b Instructions

David Mary
Enter the age (date) at which you want to retire. 34 |Apr 2022 52 |Jan 2022
Disabled at start of (age/date): Dec 2999 Dec 2999
LTC at start of (age/date): Dec 2999 Dec 2995
Enter your estimated life expectancy (age/year): ﬂi 2 | ﬂi S0l 2060

Figure 5: Getting Started section — Assumptions category — Milestones page

6 Use the milestones method of analysis




HANDS-ON EXERCISES

Disability insurance

Exercises

The following exercises have been designed specifically for this module and assume that you
are working with the original data in the Core and Elective Base plan. Before starting the
exercises, duplicate the Core and Elective Base plan, rename the duplicate with a meaningful
name (e.g., Disability Insurance training), and then use it to complete the exercises below.

To find the answers, see “Answers to disability insurance” on page 10.

Exercise 1: Examine assumptions

1.

In pre-retirement, NaviPlan assumes a capital depletion method if the client becomes
disabled. Is this statement true or false?

a) True
b) False

Which deficit coverage strategy does NaviPlan apply by default during disability?

a) Full deficit coverage for the entire plan

b) Targeted deficit coverage for the entire plan

c) Targeted deficit coverage for pre-retirement and full deficit coverage for retirement
d) None of the above

Exercise 2: Model policy details

1. David’s group STD policy covers 65% of his salary up to a maximum of $15,000 per

month. This is taxable. There is a two-week waiting period after which the policy pays
benefits for a three-month period. Since his employer pays the premiums, ensure the
Premium Amount is $0. Enter the details of this policy.

Hint: Go to the Insurance Coverage category.

Exercises 7
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Exercise 3: Define needs
To find the answers, see “Answers to disability insurance” on page 10.

1. To be conservative, the Trains would like to assume that an additional $100 per day in
therapeutic care expenses (type: Medical, indexed by inflation) would be incurred if
David became disabled. Enter this additional expense ensuring that it is applicable for the
remainder of the plan and included in the targeted deficit coverage strategy.

Hint: Go to the Disability Income category — Objectives page, and then click the Details button
to specify when the expense applies.

2. The keyword disability can be used to specify the start and end dates of expenses during
disability. Is this statement true or false?

a) True
b) False

Exercise 4: Generate an analysis using reports and graphs
1. Which report is available to analyze the clients” disability needs?

Hint: Go to the Results section — Additional Reports — Insurance category.

2. In which period does the first projected cash flow deficit occur if David should become
disabled in 2010?

a) 2010-2012
b) 2013-2016
) 2017-2020

d) None of the above; there are no deficits

8 Exercises



HANDS-ON EXERCISES

Disability insurance

Exercise 5: Use the milestones method of analysis
To find the answers, see “Answers to disability insurance” on page 10.

=

. What should be the first step when using the milestones method of analysis to analyze a

disability scenario?

a) Change the start ages for disability on the Milestones page
b) Duplicate the plan

c) Generate additional reports and graphs

d) None of the above

What are some benefits of using the milestones method of analysis to analyze a disability
scenario?

Duplicate the plan. Change the milestones to have David disabled in 2007. Create a
hypothetical individual disability insurance policy for David, and then note the
recommended amount of insurance you enter.

Go to the Results section — Additional Graphs — Cash Flow category — General page, and
then generate the Surplus/Deficit graph. Examine how the hypothetical disability
insurance policy you have recently entered affects the plan. Repeat the process of
generating and examining this report with various amounts of additional disability
insurance to find an ideal amount the clients should purchase.

Exercises 9
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Conclusion

This module has enabled you to

* Examine assumptions

* Model policy details

* Define needs

* Generate an analysis using reports and graphs

* Use the Milestones method of analysis

Answers to disability insurance

Exercise 1: Examine assumptions

1. a) True. In pre-retirement, NaviPlan assumes a capital depletion method if the client
becomes disabled.

2. c) Targeted deficit coverage for pre-retirement and full deficit coverage for retirement.

Exercise 3: Define needs
2. True. It can be used along with other keywords such as retirement and death.

Exercise 4: Generate an analysis using reports and graphs
1. Cash Flow Summary if <client> is Disabled report.

2. a)2010-2012

Exercise 5: Use the milestones method of analysis
1. b) Duplicate the plan

2. Benefits of using the milestones method of analysis to analyze a disability scenario
include the following:

* Analyze the numbers in more detail

* Ability to use most of the reports and graphs

10 Conclusion
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