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Almost every small business owner has life insurance. But far fewer have disability 
insurance, although the chances of being sick or injured and unable to work are much 
greater than the chances of dying while you're still the CEO.

Some entrepreneurs shy away from disability insurance because it's complex 
(something that an hour with a reputable agent would solve) or because it's expensive. 
True, it costs more than life insurance, but as Peter Seligman, of the independent 
insurance planning firm Seligman and Associates of Toronto notes: "If your business 
was based on a unique process, machine or technology, you would insure whatever that 
was to the roof. But in many small businesses, the owner is by far the most valuable 
asset. He or she is the business. So you'll want to ensure the goose as well as the 
golden egg."

Replacing your earned income

Disability insurance is a replacement of your income due to an accident or illness. The 
amount of disability insurance you qualify for is based on your current earned income, 
which is your salary, bonuses and dividends. And yes, you'll have to prove that figure by 
producing your tax returns and financial statements to the prospective insurer. They'll 
never replace 100% of your lost income because they want to give you an incentive to 
get back to work, no matter how sick or injured you are. So the rule of thumb is that you 
should try to replace between 66% and 75% of your income.

Your premiums are generally paid in after-tax dollars, which can add to their real cost. 
On the other hand, you receive any proceeds from your policy on a non-taxable basis. 
In calculating your premium, the insurance company will look not only at your income, 
but also at your age and your sex. (While life insurance costs more for men than 
women, disability insurance costs more for women than men. This is because mortality 
is greater for men, but morbidity is higher for women).

Your cost and coverage can vary - a lot

Your premiums and coverage are also a function of your industry and job category. If 
you're in the construction business and visit the work site every day, you'll pay more 
than if you work in an office job.

Disability policies pay you if you're partially disabled or completely disabled. So if you 
slip on some ice and break your leg, you may need to go to physiotherapy two hours a 
day for a month or so.

You're not totally disabled; you can still hobble in to work and likely perform that work 
just as well as before your unfortunate fall. But your earning power is affected because 



you're away from the office two hours a day. So your policy will let you replace that lost 
earning power.

Now we come to the concept of "own occupation" and this is where disability insurance 
starts getting complicated. (Again, talk to a reliable agent who will spend some time with 
you).

After an injury, can you perform your 'own occupation'?

If your policy insures that you will collect a monthly sum if you cannot perform your 'own
occupation', it's very important to define what that occupation is. "Small business owner" 
is not an occupation; neurosurgeon is; so is letter-carrier, because they both involve 
certain specific and well understood skills. But many small business owners are, by 
definition, generalists. So it's important that you define the specific skills that you use in 
your business. That way, if you have an 'own occupation' disability policy, it's clear 
before you're ever disabled what your skills are that produce your income and how your 
disability or illness prevents you from using those skills. Not surprisingly, 'own 
occupation' disability policies cost more than 'no occupation' policies, which basically 
say that if you can no longer practice neurosurgery, but you can deliver the mail, you're 
deemed to be back at work and fully productive the day you walk into the post office. 
This also assumes that the post office hires disabled neurosurgeons. There is no
stipulation that a job you are deemed "fit" for has to be available.

According to Stephen Smith who heads Yorkminster Insurance in Port Hope, Ontario, 
many entrepreneurs try to avoid the high cost of a private disability policy by signing on 
for a policy as part of their trade association or service club that offers other medical 
and insurance benefits. These policies generally cost less than privately-owned policies 
but, says Smith, "you get what you pay for. Because the insured person - you - is not a 
party to the contract, which is between the association and the insurer, you could find 
your coverage dropped or face huge premium increases. Private policies cost more, but 
they offer guaranteed rates and payouts."

So what does disability insurance cost?

Here are two examples - please treat them as just that. Pricing a disability policy is a 
complex art.

Nuella is a 36-year-old physiotherapist with an annual income of $55,000. Her policy 
qualifies her for a payment of $2,825 a month if she should become disabled - following 
a compulsory 90-day waiting period, and continued until one of three things happen: 
she turns 65, she recovers, or she dies.

Her policy costs her $285 a month. She can pay $11 a month more in order to have the 
right to buy more disability insurance without getting a physical, and she can pay $214 
more per month to have her payments indexed to the cost of living.



Jayson is a 55-year old management consultant with an annual income of $120,000. He 
qualifies for $5,000 a month. His policy costs him $319 a month with the same 
restrictions Nuella has on her policy. He can pay $77 more per month to have his 
payments indexed, but he doesn't qualify because of his age to buy more disability 
insurance without a physical.

That's a lot for most entrepreneurs to pay.

Disability insurance forces you to confront risk and regret.

According to Stephen Smith, one in three North Americans will be disabled during their 
working lives for more than 90 days.

For many Canadian entrepreneurs, says Smith, "the biggest risk is failing to understand 
that nobody's going to give them a free ride if they're disabled."

Concludes Peter Seligman: "For most people who are self-employed, this is the only 
parachute they have. And sadly, some entrepreneurs don't have even that."


