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Holding income protection via super

This article discusses the benefits
and implications of holding income Contents
protection insurance inside super
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Since 1 October 2021, the income replacement ratio for new IP policies purchased, both inside and
outside of super, dropped from a standard of 75% to 70% of pre-disability income (with an allowance
of up to 90% of pre-disability income in the first six months of claim). Policies purchased before 1
October 2021 can continue to provide cover at the higher level.

As a result of the structural changes made over the previous decade, new superannuation owned
IP policies will include an any occupation definition, pre-disability income determined via an indemnity
value and an income replacement ratio of 70% (or less) of pre-disability earnings.

Advice tip

A super-linked policy that combines super and non-super IP policies can provide more
comprehensive cover as it allows for an own occupation definition in the non-super policy. Generally,
under super-linked policies any claim is assessed against the super owned policy first. Benefits could
be paid from either or both policies.

Funding premiums for IP insurance in super

Insurance premiums may be funded from a member’s super account balance. Contributions may be
made to the member’s account to top up the balance, ensuring that premiums can be paid. Generally,
contributions made for this purpose are employer contributions (superannuation guarantee and salary
sacrifice) and personal tax-deductible super contributions. These contributions are included in the
client’s concessional contributions cap, which may include carry forward concessional contributions.

Other types of super contributions used to fund premiums can include:

» Voluntary member contributions (hon-concessional). If eligible, the member may benefit from the
Government superannuation co-contribution (up to $500). The co-contribution cannot be paid into
an insurance only super fund.

= Spouse contributions which may qualify the contributing spouse for a tax offset of up to $540 per
annum, if eligible.

For members of a couple, outflows for premiums may also be offset by contribution splitting (if
eligible).

Deduction for IP premiums

The merits of purchasing IP cover via super should be compared to owning the cover personally.
Generally, premiums for IP cover outside super are tax deductible. Where a successful claim is made,
policy proceeds are paid to the policy owner as assessable income, both inside and outside of super.

Generally, a super fund can claim a deduction for IP premiums it pays for its members. Employer
contributions and personal deductible contributions are assessable income for the super fund and
generally taxed at 15%. Where a super fund pays IP insurance premiums, its taxable income may be
reduced by these deductions and result in a partial or full reduction of tax on the member’s taxable
contributions, depending on whether the super fund accounts for the deduction at a fund level or
individual member level.

Advice tip

An additional 15% tax may apply to higher income earners from Div 293 tax. Div 293 tax will be
payable despite the super fund being able to claim a deduction for IP premiums. Therefore, those
impacted by Div 293 and making contributions to fund IP premiums may consider holding IP
insurance under a non-super policy instead, as premiums are also fully deductible and no Div 293 tax
is payable.
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Accessing IP benefits within super

IP proceeds received by the super fund can generally be released to the life insured (a member of the
super fund) under the temporary incapacity condition of release. A member is temporarily
incapacitated where they cease to be gainfully employed because of physical or mental ill-health
which does not constitute permanent incapacity. Ceased to be gainfully employed includes where a
member has ceased temporarily to receive a gain or reward under a continuing arrangement for the
member to be gainfully employed.

If the temporary incapacity condition of release is met, payments are made as a non-commutable
income stream to replace in part or full, the reduced gain or reward the member received just before
their incapacity. The payments cannot exceed the individual’s pre-disability income. Payments cannot
be made for longer than the period of temporary incapacity.

Advice tip

Where the member is not gainfully employed or on unpaid leave when they became disabled, they
may not be able to receive their salary continuance, as they did not have any pre-disability
employment income.

Additionally, payments made under temporary incapacity must not be paid from the member’s
‘minimum benefits,” meaning the released funds must generally be sourced from an IP insurance
policy.

Taxation of IP proceeds

Insurance proceeds paid to the super fund are not assessable to the fund. When the fund pays
benefits to the member, the amounts are not deductible to the fund. Benefits paid under the temporary
incapacity condition of release are assessable to the member (even if the member is at least age 60).
The super fund must withhold PAYG tax from the payments using the PAYG withholding tables.

Reasons to hold IP outside of super

Clients who have adequate cashflow may prefer to fund premiums with an individually owned IP policy
because the premiums are generally deductible against their assessable income and reduce their
personal taxable income.

Clients applying for a new IP policy will be limited to what IP coverage they can get within super. Non-
super owned policies can offer more extensive features, such as the ability to cover specific costs
which are not associated with lost employment income (eg rehabilitation costs) and an own occupation
definition which may be important for some clients.
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The information in this communication is factual in nature. It reflects our understanding of existing legislation,
proposed legislation, rulings etc as at the date of issue, and may be subject to change. While it is believed the
information is accurate and reliable, this is not guaranteed in any way. Examples are illustrative only and are
subject to the assumptions and qualifications disclosed. Whilst care has been taken in preparing the content, no
liability is accepted for any errors or omissions in this communication, and/or losses or liabilities arising from any
reliance on this communication.
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