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One of the responsibilities of the North Carolina Department of Insurance is to inform
and educate the insurance buying public.  The purpose of this brochure is to help
consumers better understand disability income insurance.

The ability to work and earn a living is by far the most valuable asset most people have. Few
people have sufficient savings to sustain them for an extended period of time if they become
disabled and cannot work to earn money. Few events are more financially devastating. For this
reason, it is very important that you know and understand how disability income insurance can
help insure your future financial security.  Remember to always take time to read the materials
your insurance company or agent gives you and ask questions.
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What is Disability Income Insurance?
Disability income insurance provides benefits to
replace lost income when an insured becomes unable
to work because of illness and/or injury.  Disability
income insurance can be offered through a group
policy, i.e., employer group or association group
arrangements covering eligible employees or
members, and may also be offered by means of
individual policies issued directly to covered
individuals.  Disability income insurance benefits are
generally based upon an insured’s actual earnings
received from their occupation and maximum
benefits are generally limited to a percentage of their
gross salary or wages.

Definition of Total Disability
To qualify for benefits, an insured must meet the
policy’s definition of disability in order for the claim
to be approved.  Common disability terms,
provisions and definitions are:

Own Occupation
Generally, an  “Own Occupation” disability
definition provides benefits when an insured is
unable to perform the regular and customary duties
of their own occupation as a result of covered illness
or injury.  Short term disability income policies
usually base benefits on an “own occupation”
disability definition, and long term disability income
policies usually base benefits on an “own
occupation” definition during the first year or two of
the initial disability period.

Any Occupation
Under an “Any Occupation” definition, an insured is
generally considered eligible for benefits only if the
insured is disabled to the extent that he or she is
unable to perform the duties of any occupation for
which he/she is qualified according to his/her
education, training and prior experience.  Long term
disability income policies usually base an insured’s
eligibility to receive continued benefits (after the
first year or two) on an “any occupation” definition.
For some, it is considerably more difficult to qualify
for benefits when subjected to an “any occupation”
definition instead of the more lenient “own
occupation” definition.

Presumptive Disabilities
“Presumptive Disabilities” are conditions stated in the
policy contract that, when present, automatically
render and presume the insured to be totally disabled
and, therefore, eligible for benefits regardless of
whether they continue working.  These conditions
may include the loss of two limbs or total loss of
sight, hearing or speech.

Elimination or Waiting Period
The elimination period is a specified period of time,
stated in the policy contract, following the beginning
of disability during which benefits are not payable.  A
waiting period is similar to an elimination period;
however, benefits are often retroactively paid to the
beginning of the waiting period.  The time period
may vary from contract to contract and company to
company.  Generally, policies with longer elimination
or waiting periods cost less than policies with shorter
periods.  Elimination or waiting periods may range
from a few days to a year or longer.

Benefit Amount
The benefits provided by disability income insurance
are not intended to replace 100 percent of the
insured’s pre-disability income.  If income were fully
replaced, there would be no financial incentive for an
insured to return to work, which could result in
higher claims costs and higher premium costs.
However, we recommend that individuals attempt to
purchase sufficient coverage to avoid incurring any
substantial reduction in income and lifestyle should
they become disabled.

Two methods typically used to determine the amount
of disability benefits that will be paid are:

Income Benefit Formula
The income benefit formula typically expresses the
amount of benefit to be paid to the insured as a
percentage of pre-disability wages and may take into
account other sources of income that the disabled
insured receives such as social security or worker’s
compensation benefits.  The percentage varies from
policy to policy and may range from 50 to 75 percent.
The policy may also state a specified maximum
benefit.
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Flat Amount
The benefit amount may be an established dollar
amount specified in the policy.  This amount is
determined when the policy is purchased.  Typically
the amount is paid regardless of other benefits
received during the disability period.

Benefit Period
The benefit period is the length of time during
which benefits will be paid.  Disability income
policies are described as either short-term or long-
term depending on the length of the benefit period.
Short term policies generally provide benefits from
six months to two years, while long term policies

Supplemental or Optional Benefits
Cost of Living Adjustment (COLA) Rider
A COLA rider periodically increases the disability
benefit amount that is being paid to a disabled
insured.  The increases are typically based on a
percentage stated in the policy or tied to increases in
the cost of living (measured by the Consumer Price
Index).

Future Purchase Option Rider
Future purchase options allow the insured to
increase their benefits on future specified dates in
accordance with increases in the insured’s earnings.
Purchase options are generally not available once the
insured becomes disabled.

Partial Disability Rider
The partial disability rider pays an amount specified
in the policy, often 50 percent of the full disability
benefit amount, when the insured is able to return
to work on a limited or part time basis.

Residual Disability Rider
This rider provides a benefit if the insured can return
to work full-time but income is not fully restored.
The residual disability rider will provide a benefit
when the insured has lost income as a result of
disability.  The amount payable is established
according to a formula specified in the policy.

Return of Premium Rider
Return of premium is a rider that requires the
insurer to return a portion of the premiums paid to
the insured provided benefits received during a

specified period (stated in the policy) remain below a
specified level.

Waiver of Premium Rider
Waiver of premium allows an insured to keep
coverage in force without having to make premium
payments when disabled for a specified amount of
time.

may provide benefits for five to 10 years and may
even provide benefits to age 65 or for life.

Terms of Renewal
The terms of renewal stated in the policy contract
outline the rights of the policyholder and the insurer
to renew the policy, cancel the policy and/or adjust
or modify premiums or benefits.  It is important to
keep in mind that under employer group plans and
association group plans, the employer and or
association is generally the group policyholder and
therefore policyholder renewal rights rests with the
employer and association, and not with covered
employees or members.
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Frequently Asked Questions
Do all disability income policies provide
coverage for losses due to sickness and
accidents?
No.  Some policies only cover disabilities
from accidental injury.  Make sure to read
your policy and know what is and what is
not covered.

When I apply for insurance, what
information will I be asked to provide?
To determine your eligibility, companies
frequently ask for medical and personal
information.

Does the Department of Insurance set
premium rates and determine how much
companies can charge?

No. The North Carolina Department of
Insurance does not have the authority to
set rates.  However, carriers are required to
justify their rates and demonstrate that they are actuarially sound and not unfairly discriminatory.

Policy Limitations Exclusions
Review and study your policy.  It is important for
you to understand your rights, obligations, what is
covered and what is not covered.  Some common
limitations and exclusions are:

Possible Limitations on Benefits Paid

Previous Earnings
The benefit provided by the policy is typically based
on your previous earnings.  If you experience a
decrease in earnings after you purchase your
coverage, your disability benefits may be adjusted
accordingly.

Multiple Policies
The amount of benefits may be reduced depending
on the total amount payable by all policies in the
event you are covered by multiple policies.

Social Security Disability Income
Social Security Disability benefits may reduce the
amount of your private disability benefits if your
policy contains a social security offset provision.

Typical Exclusions

Pre-existing Conditions
The policy may deny coverage for claims due to pre-
existing conditions.  A pre-existing condition is
generally considered a health condition for which
you received medical treatment or exhibited
symptoms that usually require medical care, within a
time period prior to the effective date of coverage.
The time period may vary from contract to contract.

Act of War
Injuries and sicknesses resulting from war are
excluded.

Self-Inflicted Injuries
Any injury that is self-inflicted is excluded.

Work-Related Injuries
Work related disabilities may be excluded and receipt
of workers compensation benefits may render an
insured ineligible for benefits under a typical
disability income insurance policy.
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How to Reach Us
You can reach the North Carolina Department of Insurance Consumer Services Division at:

(800)546-5664 Toll free
(919)807-6750 Outside of North Carolina
(919)715-0319 TDD (Telephone Device for Deaf Caller)
(919)733-0085 Fax

You can find additional information as well as a downloadable copy of our complaint form on the North
Carolina Department of Insurance Web site at www.ncdoi.com.

The address for the North Carolina Department of Insurance Consumer Services Division is:

Consumer Services Division
North Carolina Department of Insurance
1201 Mail Service Center
Raleigh, NC 27699-1201

How to Reach Us

• Shop around. Compare
plans from more than
one company.  Do not feel
pressured to make a quick
decision.

• Ask questions.

• Verify the agent and
company you choose to
do business with are
licensed in North Carolina.

• Make sure you fully
understand any policy you
are considering and that
you are comfortable
with the company, agent
and product.

• Do not sign an insurance
application until you
review it carefully to be
sure all the answers are
complete and accurate.

• DO NOT PAY CASH. When you purchase a policy, make your check or money order payable to the
insurance company, NOT THE AGENT.  Be sure to get a receipt.

• READ YOUR POLICY and keep it in a safe and secure place.

• Make sure all claim forms are filled out promptly, completely and accurately.

Consumer Tips
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