
 

 

 
 
Insurance – inside or outside super? 
How to structure your insurance tax-effectively. 
 

  

Insurance through super 
When you hold your insurance inside super, you 
may be able to save money by using your before-tax 
income to pay your premiums. 

This strategy is particularly attractive because Death 
and TPD insurance premiums may be tax-deductible 
to the super fund. As a result, the usual 15% super 
contributions tax (which is deducted from your 
before tax super contributions) may be offset and 
rebated back into your account through any tax 
deduction claimed by the super fund. 

Outside super, you have to pay your insurance 
premiums using your after-tax (take-home) income. 
While you can generally claim Income Protection 
premiums as a tax deduction (i.e. benefits will be 
treated as assessable income), Death and TPD 
cover are not generally tax-deductible outside super 
(i.e. benefits are generally not treated as assessable 
income).  

 Advantages Disadvantages 

Insurance inside 
super 

● IP, Term Life and TPD insurance 
premiums are generally tax 
deductible to your super fund. 

● You can pay your premiums using 
accumulated super money or by 
making additional super 
contributions – which may come 
from your before-tax income. 

● While most insurable events for IP, 
Term Life and TPD result in a condition 
of release, there are some limited 
situations where you may not be able to 
access the insurance benefits until you 
retire. 

● The tax rate payable on a death benefit 
to non dependants may be up to 
31.5%. 

Insurance outside 
super 

● IP insurance premiums are generally 
tax deductible. 

● Trauma, Term Life and TPD benefits 
are generally tax free ** 

● Insurance benefits are paid directly 
to you or your nominated beneficiary. 

● Trauma, Term Life and TPD insurance 
premiums are generally not tax 
deductible when paid personally. 

 

**  Life insurance proceeds will be subject to CGT if paid to someone other than the original beneficial owner and that person/entity 

acquired the policy for consideration. TPD and Trauma insurance is subject to CGT if the proceeds are paid to someone other than the 
life insured or a defined relative. 

How does it work? 
Insurance cover is provided through an insurance 
policy which is issued by a life insurance company. 
The trustee of the super fund is the owner of the 
insurance policy and therefore claims are paid into 
the super fund. 

Depending on your circumstances, you can 
purchase insurance through a super fund with: 

● your existing super savings 
● super contributions, such as: 

- your employer’s Super Guarantee 
contributions 

- personal contributions 
- contributions made by your spouse 
- salary sacrifice contributions using your 

pre-tax income. 

There are advantages and disadvantages to holding insurance inside or outside of 
super: 



 
 
 

We’re here to help 
Do you and your family have adequate insurance cover? 

Did you know there is a more tax-effective way to fund your insurance premiums? 

If you’ve got any questions, or you just want the comfort of knowing you’re on the right track, why not give us 
a call? 

  Inside super Outside super 

Income Protection Are premiums tax 
deductible? 
Are benefits taxed? 

Yes 
 

Yes 

Yes 
 

Yes 

Term Life Are premiums tax 
deductible? 
Are benefits taxed? 

Yes 
 

● Tax-free to dependants 
● Taxable if paid to non-

dependants (with 
concessions) 

No 
 

Generally tax free 

TPD Are premiums tax 
deductible? 
Are benefits taxed? 

Yes * 
 

Taxable (with concessions) 

No 
 

Generally tax free 

** Deductions for own occupation cover may only be partially deductible. 

The following table summarises the tax treatment of premiums and payouts 
(benefits) inside and outside super: 

Disclaimer: This publication has been compiled by Financial Decisions (AFSL/ACL Number 341678). Material contained in this publication is an overview or 
summary only and it should not be considered a comprehensive statement on any matter nor relied upon as such. The information and any advice in this 
publication do not take into account your personal objectives, financial situation or needs. Therefore you should consider its appropriateness having regard to 
these factors before acting on it. While the information contained in this publication is based on information obtained from sources believed to be reliable, it has 
not been independently verified. To the maximum extent permitted by law: (a) no guarantee, representation or warranty is given that any information or advice in 
this publication is complete, accurate, up-to-date or fit for any purpose; and (b) Financial Decisions nor its employees are in any way liable to you (including for 
negligence) in respect of any reliance upon such information or advice. 

Contact us 

Phone:   02 9997 4647 
Fax:    02 9997 7407 
Email:    info@financialdecisions.com.au 
Web:    financialdecisions.com.au 
Post:    PO Box 484 

Mona Vale NSW 1660 
 


