
Disability Needs Calculations
Functions addressed in this document:

l How is the additional disability insurance coverage amount determined for the Goal and Expense Analysis
method?

l After entering the recommended amount of disability insurance coverage and rerunning the disability
analysis, why is there still a disability income shortfall?

Set Goals — Disability Income— Client Objectives

This topic covers disability income analysis for joint planswhere either the client or co-client becomes disabled;
NaviPlan® does not perform an analysis where both clients become disabled. When the If <client/co-client> is
disabled option is selected, as shown above, it is assumed that the client or co-client is currently earning a salary
and eligible for disability insurance coverage. If the client or co-client is not working, then this option should not
be selected.

Important! Unless otherwise indicated, items and locations reference throughout this document are on Set Goals
– Disability Income – Client Objectives. This document is focused on disability income scenarios in Level 2 plans
using the Goal and Expense analysis method.

Disability income needs in NaviPlan® are determined by simulating the client or co-client being disabled on
January 1 of the year after the plan year. The disability period ends onDecember 31 of the year before
retirement as specified in the plan and is displayed in the Analyze Disability To field on the Assumptions tab.
Using the Analyze Disability To field, you can specify the number of years uponwhich the disability analysis is
calculated by modifying either the Age or Date fields for the respective client. For example, youmay wish to
analyze disability based on the average duration of disability for someone in your client’s age group. For clients
aged 40 to 49, the average duration of disability is 42 months.
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How is the additional disability insurance coverage amount determined for the Goal and
Expense Analysis method?
Cash flow throughout the disability period is projected. If deficits result, a need for further disability income
coverage is reported. In general, all disability income needs and all disability income resources are assessed in
the cash flow projection. Salary, bonus, and self-employed income types previously entered for the disabled
client cease during the disability period, and are replaced by any disability insurance income specified in the
plan. All other income types continue to appear in cash flow during the disability period. Assumptions for the
disability analysis cash flow items are listed below, and for the most part, pertain to Level 1 and Level 2 Plans.
Where cash flow itemsmentioned below do not exist in Level 1 Plans, they are not accounted for in a Level 1
Plan analysis.

Disability needs include the following:

l Expenses entered as Annual Expenses on the Additional Annual Expenses tab.

l Existing Annual Expenses amounts previously entered in the plan at the inclusion rate defined by the
Percentage of lifestyle expenses to cover field on the Additional Annual Expenses tab.

l 100% of insurance premiums entered on the Enter Financial Data section – Insurance Coverage category –
Insurance Coverage page. Disability insurance premiums for policies insuring the disabled client cease at
disability and are not included in cash flow during disability.

l Additional Lump SumNeeds amounts entered on the Lump SumNeeds tab.

l Liabilities selected under Pay Off Outstanding Liabilities on the Lump SumNeeds tab. On this tab, you can
choose to have specific outstanding liabilities paid in full upon disability.

l Additional recommended savings for the retirement and education goals.

l For major purchase goals, you have the flexibility to modify the percentage of the goal youwish to cover
during the disability period in the % to Cover field on the Lump SumNeeds tab.

Disability income resources include the following:

l Incomes of the non-disabled client.

l Investment income.

l When using the Goal and Expense Analysis method, accumulated cash flow surplus that is saved
according to the percentage defined as Percent surplus saved on the Additional Annual Expenses tab.

l Short-term disability policy proceeds for the full duration of the specified benefits period.

l Long-term disability policy proceeds for the full duration of the specified benefits period less the waiting
period in the first year of disability. For example, if long-term benefits are $4,000 per monthwith a
waiting period of three months, a total of $36,000 in long-term disability income is included in disability
cash flow in the first year of disability, and $48,000 in disability income would be included each year after
that until the end of the last year of the benefit period.

l CPP/QPP disability benefits, while not included by default, can be entered in Enter Financial Data – Cash
Flow – Cash Flow – Details – CPP/QPP & OAS Details.
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l Redemptions of available assets (only if the above resources are insufficient to meet cash flow needs). In a
Level 2 Plan, the asset availability options selected on the Asset Availability tab also affect whether assets
are used for immediate needs in a disability analysis.

DID YOU KNOW? Because savings for other goals can continue throughout the disability period, NaviPlan®
assumes these goals are satisfied independently of the disability analysis. This is of particular importance if the
disability period ends during retirement. Retirement savings continue during disability, so it is assumed that
retirement funding will be adequate to cover needs from the end of the disability period to last death. If the
disability cash flow analysis results in cash flow deficits, this can indicate that additional disability income is
required to support competing goals and, most importantly, to satisfy ongoing needs once the disability period
ends. It is a good practice to perform a disability analysis after you have solved other goals (achieved 100%
Goal Coverage); otherwise, significant disability cash flow deficits may result, thereby inflating the additional
recommended disability coverage.

Financial Picture – Insurance Coverage – Insurance Coverage – Insurance Coverage Report

Example: Robert has a short-term disability policy that pays $2,000 per month for three months and a long-term
disability policy that pays $2,500 until age 65.

DID YOU KNOW? Because the Analyze Disability To field determines the number of years uponwhich the
additional disability coverage amount is based, if the disability policy benefit period has an end date prior to
the Analyze Disability To date, youmay be overstating additional disability needs. In contrast, if the disability
expenses have an end date prior to the Analyze Disability To date, youmay be understating additional
disability needs.
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The disability analysis is based on a cash flow projection for the disability period as displayed in the Multi-Year
Cash Flow Summary if <client/co-client> is Disabled report shown on the following page. The Disability Income
amount in the first year of disability (2012) represents three months of Robert’s short-term coverage at $2,000
per month and nine months of long-term coverage at $2,500 per month, for a total annual income of $28,500.

The Surplus/(Deficit) column reveals substantial projected cash flow deficits, whichmeans that cash inflows from
all sources are not sufficient to cover Robert and Sarah’s needs throughout the disability period. NaviPlan®
calculates the average deficit and states the average as the recommended additional disability coverage in client
reports. The additional disability coverage is assumed to be long-term disability coverage and is calculated as
follows:

Additional annual disability coverage = Total projected deficits

Number of years in disability period

Quick Actions – Reports – Insurance – Disability Insurance – Multi-Year Cash Flow if Robert is Disabled report

Continuing with our example, total protected deficits are the sum of all deficits in the Surplus/(Deficit) column or
$1,985,061. The disability period lasts from January 1, 2010, to December 31, 2029, a period of 18 years. The
additional annual disability coverage if Robert is disabled is:

$1,985,061 = $110,218/yr ($9,190/mo)

18
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Results – Client Reports – Legacy Report – Financial Needs Assessment

This amount represents the additional monthly disability insurance required and is shown in the Financial Needs
Assessment, Financial Needs Summary, and Financial Needs Analysis legacy client reports. Using the Financial
Needs Assessment client report, we can see the average monthly deficit amount of $9,190 per month, which
correspondswith the Multi-Year Cash Flow Summary report.

Since projected deficits vary year by year (refer to the first sentence in the Financial Needs Assessment report
above), and as there are limits to the amount of disability insurance coverage that an individual can own, it is at
the discretion of the advisor to determine an appropriate amount of additional disability income coverage. To
assist the advisor, both the average and highest projected deficits are provided to facilitate discussionswith your
clients.
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After entering the recommended amount of disability insurance coverage and rerunning the
disability analysis, why is there still a disability income shortfall?
The recommended amount of disability insurance coverage is the average amount needed to cover projected
cash flow deficits during the disability period. Because the recommended amount of coverage is the average
amount needed throughout the disability period, implementing this amount will fully meet disability cash flow
needs in some years, will be more than needed in some years, and will be insufficient in other years.

When using the Surplus Strategy (that is 100%Percent surplus saved) on the Additional Annual Expenses tab
(using the Goal and Expense analysis method), in years where the added disability benefits create a surplus, the
surplus will be used in future years where the added benefits are not sufficient so that eventually all needs are
met by the end of the disability period.

DID YOU KNOW?When using the Goal and Expense analysis method, the Assume surplus is spent option on
the Additional Annual Expenses tab creates an extra expense called Assumed Expenses in reports. The
amount of this assumed expense is equal to the pre-retirement cash flow surplus that would have existed if
the client was not disabled. In other words, surplus expenditures not previously defined in the plan that would
have occurred had the client not been disabled are expected to continue to occur throughout disability.

©Advicent Solutions 2019.
Advicent and NaviPlan are trademarks of Advicent Solutions. (855) 885-7526 advicent.ca 6

https://advicent.ca/

	Disability Needs Calculations
	Functions addressed in this document:
	How is the additional disability insurance coverage amount determined for the...
	After entering the recommended amount of disability insurance coverage and re...



