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solid group plans made simple 

DISABILITY PLANS  
Earnings. Offsets. Layoffs. COLA.  

While many employers offer disability benefits coverage on a short-term 

basis – through a company paid sick leave or insured short-term disability 

plan – some employees must rely on the Employment Insurance (EI) sickness 

benefit, which can be topped-up by a company-paid Supplementary 

Unemployment Benefit (SUB) Plan (see June edition of The Journal). 

But when an employee is still disabled after 17, 26 or 52 weeks (depending 

on the plan), LTD benefits replace a percentage of monthly income – typically 

at between 60 and 70 percentage, to age 65.  

Definition of earnings 

For those clients we provide Third-Party Administrator (TPA) services for 

group benefits, it’s very important for you to keep us updated with salary 

changes, to ensure your LTD insurer has correct information. The monthly 

LTD benefit an employee receives when disabled is normally based on a 

percentage of reported pre-disability earnings. “Earnings” are defined in the 

policy document – often as “regular” monthly earnings – however the 

definition can include commission and other forms of income. It typically 

does not include dividends or overtime. “Earnings” are also the basis on what 

your organization or employees pay monthly premiums. 

Because earnings used for the LTD claim are established at the pre-disability 

level, the salary/wage cannot be adjusted until the employee has returned to 

work. Then the new earnings level will only be used for a ‘new’ disability 

claim, not an extension of the original LTD period. 

Disability plan offsets 

Almost all LTD policies allow the insurer to deduct (or “offset”) other 

benefits from their insurer payout amount. Many LTD claimants do not 

realize they cannot stack various types of benefits. 

Insurers applying offsets will define them as “primary” and/or “secondary” 

offsets. Typical “primary” offsets include:  

 Benefits payable from any Workers’ Compensation plan  

 Disability benefits received under any other government program such 

as, Canadian Pension Plan disability, provincial Disability Support 

Program (if applicable), Employment Insurance Sickness Benefits, etc. 
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Our mission is simple: 

Treat each client as if 

they were our only 

client.  

Our value is clear:  

We are completely 

independent. We work 

for you and offer total 

flexibility on insurers 

and plans.  

We offer all your group 

insurance services 

including administration, 

brokerage, consulting, 

and communications.  

We provide dedicated 

client support, 

customization, and 

flexibility to meet all of 

your company’s benefits 

needs.  And we make 

solid group plans 

simple. 
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 Income from the Criminal Injuries 

Compensation Act 

 Wages or remuneration payable from, any 

employer, including any statutory or common-

law termination and/or severance pay 

Most LTD policies require the employee to apply 

for the CPP disability benefit, and then allow for 

the deduction of the original CPP disability benefit, 

not an indexed or adjusted benefit. Not all 

employees approved for LTD benefits will be 

eligible for CPP disability benefits, as CPP only pays 

for severe and prolonged disabilities. 

Depending on the LTD policy, the insurer may also 

deduct spouse or children’s CPP benefits, known 

as “secondary” offsets, although this is not as 

common as “primary” offsets.  

In certain circumstances, an LTD claimant may 

have their LTD benefits offset to zero because they 

are receiving the same or more money from other 

sources. Generally, insurers will pay Workers’ 

Compensation benefits before LTD benefits, while 

CPP disability benefits are deducted from monthly 

LTD payments (note: this applies to both group 

and individual LTD plans). If there are offsets, 

Johnstone’s Benefits can help the claimant and the 

employer understand how to keep a potential 

future LTD claim viable. 

Partial vs. residual disability  

RBC is an insurer that offers beneficial definitions 

of disability in their group policies; the 

fundamental difference being “how the employee 

is able to satisfy the Elimination Period”. 

Under the “partial” definition, the employee must 

be unable to perform any of the material and 

substantial duties of their occupation. Under the 

“residual” definition, the employee does not have 

to be totally disabled during the elimination period 

– rather they must be “limited from performing 

the material and substantial duties of their regular 

occupation”. Under both definitions, the employee 

must have 20% or more loss of indexed monthly 

earnings due to the same illness or injury. 

Layoffs? 

Whether it’s a temporary downturn in your 

industry, a temporary business requirement, or a 

result of COVID-19, temporary layoffs are a 

business reality.  

As a condition of most employment in Ontario, BC 

and most other provinces, when an employer ends 

the  employment relationship with an individual 

employee or group of employees on a permanent 

basis (termination, layoffs, etc.), or on a temporary 

basis (layoffs) they are required to extend group 

benefits coverage for a certain amount of time.  

Most LTD policies dictate that LTD insurance 

terminates with termination of employment. 

However, for temporary layoffs, LTD policies 

typically have a separate provision allowing an 

employee who had coverage while working to 

continue even after a layoff for a defined period of 

time.  

COLA in LTD plans  

Some LTD insurers will offer to include a cost-of-

living (COLA) adjustment provision in their policies. 

However, as this is an expensive policy provision, it 

is usually a decision made by the plan sponsor 

whether to include in their company’s plan. 
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