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A disability or a critical illness such as cancer, heart attack or 
stroke can profoundly affect one’s daily living activities but it 
also could have a devastating impact on finances and a financial 
plan. Without income protection or an emergency fund to cover 
costs for treatment or care, one would likely have no choice but 
to alter their finances and possibly access long-term savings that 
were designated for other goals and hence put those goals at 
risk as well.

There are two types of insurance that can protect one’s earning 
ability and their financial ability to help recover from an illness, 
disease, or disability. There is disability and critical illness insurance 
and both pay a benefit in the case of an illness or disability but in 
different circumstances. Disability insurance provides a monthly 
income if you’re unable to work due to a disability, including 
an injury, serious illness or mental health issue. Critical illness 
insurance pays out a lump sum after the diagnosis of one of 
several illnesses or diseases covered by the policy. 

So, is one better than the other, does one replace the other, or 
which one is right for you? Both serve different purposes and 
could fit in a well thought out wealth plan to provide protection. 
But first, we’ll focus on what critical illness and disability 
insurance are and how they work, and then focus on how they 
can work together to provide protection and peace of mind for 
the future.

Critical Illness Insurance
Critical illness insurance pays out a lump sum amount if 
diagnosed with one of a specific list of illnesses and surviving 
for the prescribed qualification period, usually 30 days, or in 
the case of most cancers, 90 days. Upon confirmed diagnosis 

of a critical illness, and there are several covered by plans from 
leading insurance companies, you are paid a tax-free lump sum 
benefit which is equal to the amount of insurance purchased. 
Receiving this tax-free benefit doesn’t affect the amount of 
disability benefits you may also be receiving from disability 
insurance coverage. You may choose to use the benefit to pay 
off your mortgage, supplement an income of a spouse or partner 
who takes time off to help support you, for specialized medical 
treatments, or to provide funds to sustain operation of a business 
while you are away from managing the business recovering. 
Once the claim is approved, you can use the funds however you 
choose to meet any needs required. 

Most policies cover a variety of major illnesses or diseases,  
the following are some of the illnesses that are usually covered.  
It should be noted that in order to receive the funds, the insured 
must meet strict and specific definitions of the illness and also 
meet stringent requirements for survival period after being 
diagnosed.

Many critical illness plans can be designed to refund all or part  
of the premiums paid after a certain period of time, if no claims 
are made.

Our greatest and most valuable asset is usually ourselves, our human capital both intellectually 
and physically – it allows us to earn a living and to live the life we aspire to. But when a severe 
disability or illness strikes – it impacts our ability to earn a living and live our daily lives as we 
did before. Insurance is all about managing this risk and is a valuable tool to protect our income 
earning ability and well-being both personally and financially.

How do critical illness and disability  
insurance fit together in a wealth plan?

Continued

· Heart Attack
· Stroke
· Coma
· Alzheimer’s Disease
· Blindness
· Occupational HIV Injury
· Parkinson’s Disease
· Multiple Sclerosis
· Major Organ Transplant
· Severe Burns

· Loss of Limbs
· �Motor Neuron Disease  

(ALS or Lou Gehrig’s Disease)
· Cancer
· Kidney failure
· Paralysis
· Deafness
· Loss of Speech
· �Coronary Artery Disease  

requiring surgery



Disability Insurance
Disability insurance protects your ability to earn an income, 
especially if you or your family are dependent on that 
income to meet your daily living expenses. Many employed 
individuals have disability insurance through their group plans 
with their employer. Typically, such a plan will pay you a set 
portion of your monthly income if you are unable to work. 
Payments end when you start working again, reach age 65, 
or die. Coverage differs greatly from one employer to another, 
and if you’re self-employed or you work for a company that 
doesn’t have coverage, you may want to consider a private 
disability insurance plan.

A disability insurance plan will either cover you for “any 
occupation” or “own occupation”. Qualifying for a benefit 
under a plan with an “own occupation” definition means the 
inability to work at your regular job. Where the definition is 
“any occupation”, there will be no benefit paid if the insured 
has the ability to perform the duties of any job. Disability 
insurance payments from an employer plan are usually 
taxable, while those from a private disability insurance plan 
are usually tax-free.

Why they complement and not replace  
one another?
If you don’t have either disability or critical illness insurance 
and you have to choose between the two, you may want to 
consider disability insurance first. In the event of any illness 
or accident that prevents you from working, your disability 
payment will provide you funds to continue meeting your daily 
expenditures. If you already have sufficient disability insurance 
coverage through your employer, you may want to consider 
critical illness insurance to complement your existing disability 
coverage should you happen to unfortunately encounter one 
of the specific illnesses covered by your plan. The critical 
illness insurance provides money to help pay for expenses 

beyond those covered by government or your employer health 
plan. It can also help someone manage the financial hardships 
that come with a critical illness diagnosis such as the cost for 
medical treatment, physiotherapy, renovations, home care, or 
for a spouse to take time off work to provide support.

There are situations where critical illness insurance may buffer 
for disability insurance. For instance, it may be particularly 
appropriate for people who are out of the workforce and 
therefore cannot obtain disability insurance such as stay-at-
home parents. If you are not earning an income and therefore 
unable to obtain disability insurance, consider critical illness 
insurance to cover additional costs that could arise if diagnosed 
with a serious illness or disease. Also, what if you’re a caregiver 
for children or someone who is dependent on your support, 
and you become critically ill such that it affects your ability to 
continue providing care? A comprehensive critical illness policy 
could provide funds to cover payment to someone to perform 
those caregiver duties in the interim or for a short period of 
time until alternate arrangements are made for caregiving.

Conclusion
Critical illness insurance can help to alleviate financial worries 
when you are focusing on recovery, while disability insurance 
is designed to replace a portion of your income in the event 
you become disabled due to accident or sickness. Together 
these two types of insurance can work together in a wealth 
plan that is tailored to protect you and your family’s well-being.
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BMO Wealth Management provides this publication for informational purposes only and it is not and should not be construed as professional advice to any individual. The information contained in this publication  
is based on material believed to be reliable at the time of publication, but BMO Wealth Management cannot guarantee the information is accurate or complete. Individuals should contact their BMO representative  
for professional advice regarding their personal circumstances and/or financial position. The comments included in this publication are not intended to be a definitive analysis of tax applicability or trust and estates  
law. The comments are general in nature and professional advice regarding an individual’s particular tax position should be obtained in respect of any person’s specific circumstances.

BMO Wealth Management is a brand name that refers to Bank of Montreal and certain of its affiliates in providing wealth management products and services. Not all products and services are offered by all legal 
entities within BMO Wealth Management.

BMO Private Banking is part of BMO Wealth Management. Banking services are offered through Bank of Montreal. Investment management services are offered through BMO Private Investment Counsel Inc., an 
indirect subsidiary of Bank of Montreal. Estate, trust, planning and custodial services are offered through BMO Trust Company, a wholly owned subsidiary of Bank of Montreal.

BMO Nesbitt Burns Inc. provides comprehensive investment services and is a wholly owned subsidiary of Bank of Montreal. If you are already a client of BMO Nesbitt Burns Inc., please contact your Investment  
Advisor for more information. All insurance products and advice are offered through BMO Estate Insurance Advisory Services Inc. by licensed life insurance agents, and, in Quebec, by financial security advisors.
® “BMO (M-bar Roundel symbol)” is a registered trademark of Bank of Montreal, used under licence.

All rights are reserved. No part of this publication may be reproduced in any form, or referred to in any other publication, without the express written permission of BMO Wealth Management.

For more information, speak with your BMO 
financial professional who will refer you to an 
Estate & Insurance Advisor (Financial Security 
Advisor in Quebec) from BMO Estate Insurance 
Advisory Services.
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