
 

 

 

 

 
 

 

  

Fact Sheet 

Insurance in superannuation 
Owning insurance inside superannuation can be a 
tax-effective way to structure insurance cover that 
is needed. 
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Owning insurance inside superannuation can be a tax-effective way 
to cover the cost of premiums and can reduce the impact on a 
person’s cash flow 
What are the benefits? 
• Premiums may be paid tax-effectively.

• Cash flow may improve because premiums
need not be paid personally.

• After-tax contributions to superannuation may
be eligible for the co-contribution to help cover
the cost of premiums.

• Some funds automatically accept their
members for cover without requiring a health
check.

• Employer superannuation fund members may
be eligible for group cover which typically has a
lower premium cost than individual policies
with fewer underwriting requirements.

• In the event of a successful claim, proceeds
may be able to be taken as a superannuation
pension with tax-free earnings on the assets
supporting it.

How does insurance in superannuation 
work? 
Certain types of life insurance can be owned inside 
superannuation. These insurances generally 
include life cover, any occupation total and 
permanent disablement (TPD) and salary 
continuance. 

Owning insurance inside superannuation means 
that the insurance policy is owned by the trustee of 
the superannuation fund on behalf of its member 
instead of being owned directly by the member. 
This ownership structure allows the member to take 
advantage of tax concessions associated with 
superannuation, however it can also have some 
disadvantages (as noted under ‘Disadvantages of 
owning insurance in superannuation’ below). 

Paying the premium 
The superannuation tax concessions offer a tax-
effective way to pay insurance premiums. This is 
because premiums can be paid from pre-tax 
contributions; such as superannuation guarantee 
(SG), salary sacrifice or personal deductible 
contributions. 

These contributions are generally subject to 15% 
contributions tax in the superannuation fund. 
However, a superannuation fund may be eligible to 
claim a tax deduction for the cost of insurance 
premiums.  Some superannuation funds will also 
pass this tax saving on to their members through a 
reduction in the contribution tax (in some cases to 
0%). 

Low-income earners and members of a couple can 
also benefit. 

• Low-income earners who are eligible for the
superannuation co-contribution can use the
co-contribution to help cover the cost of
insurance premiums.

• A person who is a member of a couple, where
spouse contributions (which may entitle the
contributor to a spouse contribution tax offset
of up to $540) could be used to pay premiums.

Another advantage of owning insurance inside 
superannuation can be the reduced impact on a 
person’s cash flow: 

• If there are periods where a person is not
making contributions to superannuation, their
accumulated superannuation balance can be
used to continue paying premiums and thereby
continue the cover.

• If they are a member of a couple, their spouse’s
concessional contributions may be able to be
split into your account to pay for the cover.

• If a person has more than one superannuation
account, rolling some funds from another
account into the account with the insurance
cover is another option to help pay for the
cover and can sometimes enable a discount to
the premium cost of up to 15%.
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Making a claim on a superannuation 
owned policy 
Owning insurance inside superannuation can also 
provide advantages in the event that a person 
makes a successful claim on their insurance policy. 
If their claim is not successful, the superannuation 
fund trustee must help to challenge the insurer if it 
disagrees with the decision. 

In the event of an insurance claim on a policy 
owned within superannuation, the proceeds will be 
paid to the superannuation fund as the owner of 
the insurance policy. Most superannuation funds 
allow a person to nominate who should receive 
their benefits and how much.  This can avoid them 
needing to deal with superannuation through your 
will.  If a person does not have a valid nomination in 
place, the trustee of the superannuation fund will 
determine how and when the proceeds should be 
paid in accordance with the fund’s trust deed and 
superannuation law. 

Advantages of a superannuation owned 
policy 
Some of the advantages compared with non-super 
owned policies include: 

• In respect of TPD cover, if all of the proceeds
aren’t needed immediately, some of the
proceeds may be left inside superannuation
where the earnings can accrue tax-effectively
(earnings are taxed at a maximum rate of just
15%).

• Retaining TPD proceeds inside
superannuation also enables the lump sum tax
that applies if TPD proceeds are withdrawn
from superannuation before age 60 to be
deferred (or eliminated).

• TPD proceeds may be able to be used to start
a superannuation pension. The pension
provides regular cash flow and earnings on the
assets supporting it are tax-free.

• In respect of life cover, a superannuation fund
may allow beneficiaries to start a pension, or
pay multiple pensions if the death benefit is to
be paid to more than one person (e.g. spouse
and children). The pension can provide the
beneficiaries with regular income, and earnings
on the assets supporting it are tax-free.

Disadvantages of a superannuation 
owned policy 
There are a number of disadvantages of owning 
insurance inside superannuation compared to 
owning it outside of superannuation. The following 

disadvantages need to be weighed up against the 
advantages outlined above. 

• Insurance policies owned through
superannuation may be more restrictive, or
have less features and extras, compared to
policies owned outside of superannuation.

• Since 1 July 2014, new policies for TPD (own
occupation) or trauma cannot be owned inside
superannuation.

• Depending on the insured’s circumstances, in
the event of a successful insurance claim, it
could take a superannuation trustee longer to
process and pay a benefit than may be the
case for insurance owned outside of
superannuation.  This is especially so for death
benefits in cases where the trustee must pay
an estate and needs to receive a copy of
probate issued by a court.

• Using an accumulated superannuation balance
to pay insurance premiums can reduce
superannuation savings unless contributions
are made to cover them, because every dollar
spent on premiums is one less dollar invested
in the superannuation fund. This can mean that,
rather than paying for insurance premiums
using current cash flow, the premiums are
effectively paid from the person’s future
retirement savings. If retirement savings end up
being insufficient for a person’s needs, they
may need to work longer to save more for
retirement or reduce their level of retirement
income. Due to the effect of compounding, the
longer until retirement, the greater the potential
impact of the forgone investment earnings.

• TPD proceeds paid from superannuation may
be taxable if withdrawn as a lump sum prior to
age 60, whereas TPD proceeds paid from a
policy owned outside of superannuation will
generally be paid tax-free.

• Life insurance held inside superannuation will
be paid out as a superannuation death benefit.
If paid to a non-tax dependent, tax of up to
32% may apply. Life insurance owned outside
of superannuation for non business purposes
is generally paid tax-free.

• Superannuation trustees may choose to pay a
superannuation death benefit to someone
other than the insured’s intended beneficiary
unless the fund permits binding death benefit
nominations to be made. Binding death benefit
nominations generally need to be renewed
every three years.
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Protecting your superannuation reforms 
The Protecting Your Superannuation reforms were 
designed to protect superannuation savings from 
reductions caused by paying insurance premiums. 
They were also designed to reduce unintended 
multiple low balance accounts. 

The reforms included the following changes: 

• Fund members with balances under $6,000
whose accounts have been inactive for 16
months may have their accounts paid to the
Australian Tax Office (ATO). The ATO takes
proactive steps to consolidate this with the
member's active superannuation fund.

• Super funds must cancel insurance on
accounts that haven't received contributions
for at least 16 months. A fund will contact a
member if their insurance is about to end. If the
member wants to keep their insurance through
superannuation, they must tell their
superannuation fund or make a contribution to
that account. They may want to keep their
insurance if they don't have any other
insurance through another fund or insurer and
they have a particular need for it (e.g. they have
children or other dependents, or work in a high-
risk job).

Other things you should know 
• If cancelling an insurance policy to purchase a

new policy in superannuation, it is important to
ensure the new policy is in place before
cancelling the old policy to ensure continuous
cover.

• Concessional contributions to superannuation
is generally subject to 15% tax in the
superannuation fund. However, if a person
earns more than $250,000 per annum, an
additional 15% tax may apply.

• Concessional contributions are subject to
contribution caps, which limit the amount that
can be contributed into superannuation.

• Insured persons should take into account their
insurance premiums when assessing whether
they may exceed their individual concessional
contributions cap.



The information in this fact sheet does not take into account your personal objectives, financial situation or needs. You should consider these 
factors, the appropriateness of the information and any relevant Product Disclosure Statement (PDS) before making any decisions. 

This information includes an interpretation of the current or proposed law and regulatory documents at the current date (which may not be 
the only, or the correct, interpretation). Laws and their interpretation may change in the future. You should seek independent advice specific 
to your individual circumstances from an appropriate professional. 

While reasonable care has been taken to ensure that the information provided is accurate and derived from reliable sources, no warranty is 
made as to quality, fitness for a particular purpose, reliability, fairness, accuracy, or completeness, or that it is free from errors or omissions. To 
the maximum extent permitted by law, no responsibility is accepted for any errors or omissions, or any liability arising from any use of this 
information. The information included in this document may be changed at any time. 
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