The Cornerstone
of Financial

Security:

Individual Disability Insurance

By Paul Fromm,
Vice President, Disability Income Solutions, New York Life
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On paper, the plan looked solid.

A steady salary. A growing retirement account. A
mortgage that felt manageable. A job with benefits
— including group disability coverage — tucked into
the back pages of the employee handbook.

Then a diagnosis arrived, the kind that doesn’t care
whether you sit at a desk or climb ladders for a
living, or your current financial situation. Treatment
followed. Fatigue became routine. Work became, at
best, unpredictable.

And that’s when a quiet question turns urgent: If
your paycheck stops, what keeps your financial life
standing and your future dreams alive?

Most people insure what they can see — a home, a car, maybe even a phone.
Income is different. It's invisible until it's gone, yet it pays for almost everything
else. That's why many financial professionals treat disability insurance not as
an optional add-on, but as a foundational piece of a sound financial strategy —
especially during the years when your earning power is growing or at its peak.

Social Security estimates that a 20-year-old worker has about a 25 percent
probability of becoming disabled before reaching full retirement age.! While not
everyone will experience a disability, the statistical likelihood underscores that it
is a meaningful financial risk for working households.

' Social Security Administration, Disability and Death Probability Tables for Insured Workers Who Attain Age 20 in 2025 (Actuarial Note 2025.6), Sept. 2025.
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The coverage you already have —
and the gaps you may not notice

If you work for a large employer, you may have some
form of group long-term disability insurance. That's a
good thing. Group coverage can provide crucial help,
and it is often the first line of defense.

But it is rarely the whole story.

Even if you are lucky enough to be one of the 30%

of working Americans that have an employer plan
available, typical group long-term disability coverage
often replaces only part of your income, commonly
around 50 to 60 percent of base salary, and it is
generally tied to your employment. If you change
jobs, get laid off, or step away from the workforce for a
period of time, you may lose the coverage altogether.2

The limits don't always show up in bold print. They
show up in real life:

You may earn a significant portion of your
compensation through bonuses, commissions,
or equity — but your employer coverage may not
cover those dollars.

Your plan may cap benefits at a monthly
maximum that feels generous until you live in a
high-cost area or have high-cost fixed obligations.

Your plan terms may change. Employers can
change benefit structures over time; individual
policies, by contrast, are contracts you own.

The benefits may be taxable.

50-607%

typical group long-term disability coverage
often replaces only part of your income,
commonly around 50 to 60 percent of base
salary

Group coverage can provide meaningful
protection. However, depending on plan design,
compensation structure, and tax treatment,
some individuals may experience gaps in income
replacement, portability, or benefit duration.

This is where individual disability insurance
enters the conversation — not as a
replacement for workplace coverage, but
as a supplemental solution designed to
help address certain income protection
needs, subject to eligibility, underwriting,
and policy terms.

2 Investopedia, “Understanding Group vs. Individual Disability Insurance: Key Differences” (noting group coverage is tied to employment/not portable; commonly covers 50%-60% of base salary).
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Peak earning years are also peak
risk years

Real financial vulnerability often arises not at the
beginning of your career — when expenses are
lower and savings goals are still forming — but later,
when life is fully built.

In your 30s, 40s, and 50s, you may be carrying the
heaviest load:

A mortgage or rent that doesn’t pause
Childcare and school costs
College savings goals

Retirement contributions that finally feel
meaningful

Family members who depend on your income,
even if they don't appear on your tax return

These are also the years when your income is
often growing or at its highest — and when losing
that income can do the most damage. A long
interruption doesn’t simply reduce today’s lifestyle;
it can permanently shrink tomorrow's.

If you stop contributing to retirement for a few
years, you don't just lose contributions — you
lose compounding growth over time. If you start
drawing down savings early, you may lock in

35%

of Americans have delayed or plan to delay
retirement

$#R0000000

nearly one-third (32%) aren’t sure if they’ll
outlive their savings

investment losses at the wrong time. If you take
loans to bridge the gap, you can carry the cost for
decades.

Recent research underscores this vulnerability. A
2025 New York Life Wealth Watch survey found that
35% of Americans have delayed or plan to delay
retirement, citing insufficient savings and economic
uncertainty as primary drivers. Nearly one-third
(32%) aren't sure if they'll outlive their savings

— a concern that becomes acute when earning
capacity is unexpectedly interrupted during peak
accumulation years.

Disability insurance is not only about
replacing a portion of your income during
a qualifying disability. It’s about protecting
your long-term financial goals, including
investments and retirement planning.
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Most disabilities aren’t dramatic —
and that’s the point

Many people picture disability as an accident: a fall,
a car crash, a sudden injury. That mental image is
vivid, and it's not wrong — it's just incomplete.

Long-term disabilities also result from sickness:
chronic conditions, cancers, neurological disorders,
mental health conditions, and musculoskeletal
problems that worsen over time.

Social Security data offers a clear signal about what
tends to drive disability awards. In 2024, “injuries”
represented only a small share of disabled-worker
awards (about 3.8 percent for workers), while
categories like musculoskeletal disorders were
much larger.*

This matters because it reframes the risk.

You don't need a dangerous job to face a disability.
You can be an attorney, a software engineer, a
dentist, a sales executive, a small-business owner —
and still be one serious diagnosis away from losing
the ability to earn the way you once did.

Even “white-collar” disabilities can be financially
devastating because they often affect stamina,
focus, mobility, or the ability to sustain long hours —
the exact traits many high earners depend on.

And while Social Security disability benefits exist,

they are not designed to replace a modern middle-
or upper-income salary. In Social Security’s own

$1,581

the average monthly benefit for disabled
workers was $1,581 (December 2024).2

shapshot data, the average monthly benefit for
disabled workers was $1,5681 (December 2024).3
That may help, but it may not be enough to carry a
household’s full financial obligations.

For many earners, the question is not
whether a safety net exists. It’s whether the
safety net is sized for their life.

3 Social Security Administration, Social Security Fact Sheet (showing December 2024 beneficiary data, including average monthly disabled worker benefit of $1,581; also noting “about 1 in 4" of today'’s

20-year-olds will become disabled before age 67).

4 Social Security Administration, Annual Statistical Report on the Social Security Disability Insurance Program, 2024, Table 37 (distribution of awards by diagnostic group; injuries a small share;

musculoskeletal disorders a much larger share).
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The tax surprise hiding inside
many group plans

Here is a detail that is both unglamorous and
decisive: taxes.

The tax treatment of disability benefits often
depends on who paid the premium and how it
was paid.

According to the Internal Revenue Service, if
disability coverage is paid for by your employer,
the benefits you receive are generally taxable as
income. If you paid the premium yourself with
after-tax dollars, the benefits are generally not
included in income. If you paid through a pre-tax
cafeteria plan, the benefits are typically taxable.®

This distinction can affect the net amount of benefits

received during a disability.

A benefit that looks like 60 percent on paper may
feel closer to 40 or 45 percent after taxes — right

when you are trying to keep up with fixed expenses,

medical costs, and the everyday cost of life.

Benefits:

The benefits you receive are generally taxable as
income.

This is a hypothetical example of a group LTD
benefit from employer-paid coverage.

60%
/ Benefit (on paper)

Full
paycheck

40-45%

Benefit (after tax)

Individual disability insurance is often
designed so that premiums are paid

with after-tax dollars — which generally
means the benefits are tax-free under
typical circumstances.> The practical impact
is simple: the disability benefit check you
receive can go further, because it is not
automatically reduced by federal income
tax withholding.

5 Internal Revenue Service, FAQ: “Life insurance & disability insurance proceeds 1" (taxability depends on whether the employer paid premiums; after-tax employee-paid premiums generally produce

non-taxable benefits.) Updated Oct. 10, 2025.
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The financial domino effect
of “making do”

When disability insurance is missing — or insufficient
— households tend to do what they can. They patch.
They borrow. They withdraw.

In some cases, households may rely on savings,
retirement funds, or incur debt to manage income
interruption.®

In the 2025 Insurance Barometer research cited

by LIMRA, more than half of consumers without
disability insurance said they would rely on personal
savings. More than a quarter said they would draw
from retirement savings — a move that can undercut
long-term security — and about one in five said they
would take loans or use credit cards.®

The protective value of insurance becomes clearer
in this context. New York Life's 2025 Wealth Watch
data shows that adults with protection products
like disability insurance report significantly higher
financial confidence: 74% feel confident meeting
their financial goals compared to just 52% without
such protection. The difference is even more
pronounced for retirement readiness, with 72% of
those with protection products feeling confident
about having enough saved versus 49% without.

This is the hidden cost of being uninsured: it may
force you to spend the money that was supposed to
protect your future.

Emergency savings become depletion savings.
Retirement accounts become a checking account.
Long-term plans become short-term triage.

Disability insurance, when structured
well, may help reduce reliance on savings
or debt during a qualifying disability and
support continuity in long-term plans. It
can help keep the retirement plan intact,
the college savings plan untouched, and
the debt levels from rising right when your
flexibility is lowest.

Financial confidence

With Protection Without Protection

14% Vs 52%

The difference is even more pronounced
for Retirement Readiness

With Protection Without Protection

72% Vs 49%

5 LIMRA, “Disability Insurance Awareness Month: Is Your Income Protected?” (citing 2025 Insurance Barometer Study findings on reliance on savings, retirement withdrawals, and debt if unable to

earn income), May 7, 2025.
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The underrated feature that
matters most: partial disability
coverage

Disability is not always binary. Some conditions may Without partial disability coverage,
not immediately prevent you from working entirely. some people feel pressured to make an

You might be able to work — but not full-time. You 1mposs:ble FhOlCG.’ either ke?p wprkmg
might be able to do part of your job — but not all of at reduced income and receive little to
it. You might have the skill, but not the endurance. no benefit — or stop working entirely
Or you might be forced to reduce client load, travel, to qualify. Partial disability benefits

procedures, or hours — which cuts income even if

) are meant to reduce that pressure and
you still show up.

support a more realistic recovery path.

That gray zone is where some of the most painful
financial strains occur. Because the world may see
you as “still working,” while your bank account feels
the loss every month.

This is why coverage that includes partial (or
residual) disability benefits can be so important.

A residual benefit, as commonly described in
disability insurance, is designed to pay a portion

of benefits when you have a measurable loss of
income due to disability, even if you are still working
in some capacity. Investopedia notes that these
benefits are typically tied to income loss and that
many policies require at least a threshold loss —
often around 20 percent — to qualify.”

This kind of design can be the difference between
staying attached to your career and being forced out
of it.

) 2 O O/O :(l::seshold

Residual benefits are typically tied to income
loss. Many policies require at least a threshold
loss — often around 20 percent — to qualify.”

7 Investopedia, “Understanding Residual Benefits in Disability Insurance” (definition and how benefits can support partial income loss; notes many policies require a minimum income-loss threshold
such as ~20%). 2025
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So what does “enough coverage”
look like?

A disability policy is not meant to make you rich. Itis
meant to help keep you financially whole.

For most people, the clearest approach is to start
with a simple question:

If your income dropped sharply tomorrow, what
expenses would you still have to pay in full?

Housing. Utilities. Food. Insurance. Debt. Basic
family costs. Medical out-of-pocket expenses.
Minimum retirement contributions, if you want to
keep the long-term plan alive.

Then consider what sources of income might still
exist: a spouse’s paycheck, savings, employer
benefits, Social Security, business revenue that
continues without you, and so on. The gap between
ongoing expenses and available resources can help
identify where disability insurance can play its role.

And if you already have group long-term disability
coverage, the goal is not to replace it. The goal is
to audit the gaps — especially around after-tax
income replacement, benefit caps, portability,
and partial disability protection.

The quiet logic of protecting your income

Disability insurance is not an easy product to sell to
yourself. It requires imagining a life you would rather
not rehearse.

But in the architecture of financial security, it is hard
to find something more central than protecting the
income that funds everything else. The retirement
plan depends on it. The college plan depends on it.
The mortgage depends on it. Even the emergency
fund depends on it — because the emergency fund
is not supposed to finance a multi-year interruption
of earnings.

Individual disability insurance is, in that sense, less
about fear than about structure: a way to keep a life
plan intact when health does not cooperate.

And for anyone in their peak earning years
— building, saving, supporting — it can be
the difference between a setback and a
prolonged income interruption.

If your income dropped sharply
tomorrow, what expenses would you
still have to pay?

@ Housing @ Food
4

@_ Utilities @ Basic family costs

@ Medical out-of-
pocket expenses

EE Debt

This paper was commissioned by New York Life Insurance Company. The information provided is for general informational purposes only and is not
intended as tax, investment, or retirement advice and is not intended to market or sell any specific product. Please consult your own tax, accounting, or
financial professional before making any decisions. While the content is derived from sources believed to be accurate, we do not guarantee its accuracy
or completeness. Neither the information presented, nor any opinion expressed, constitutes a solicitation for the purchase or sale of any security or

financial product.
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