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Insurance

InSuranCe In 
SuperannuatIon – are you 
prepared? 
Jeff Scott

I
nsurance in superannuation will have significant changes 
over the next 12 months. This article will examine three 
of the changes. 

MySuper
MySuper is an option within a superannuation fund for 
employees who have no chosen fund (ie – not exercised 

their choice of fund). Proposed MySuper options must provide a 
mandatory level of default death and TPD cover on an opt-out ba-
sis. Life and TPD insurance must be offered on a compulsory basis 
for MySuper members if the trustee is reasonably satisfied that the 
insurance cannot be provided on an opt out basis at reasonable cost. 
The default level of cover for MySuper members is quite low: 

Item  Age range  Level of insurance in respect 
  of death (and TPD – proposed)

1  from 20 to 34  $50 000 

2  from 35 to 39  $35 000 

3  from 40 to 44  $20 000 

4  from 45 to 49  $14 000 

5  from 50 to 55  $7 000

(Information sourced from SUPERANNUATION GUARANTEE (ADMINISTRATION) REGULATIONS 1993 - 
SCHEDULE 1 – Regulation 9A and SUPERANNUATION INDUSTRY (SUPERVISION) ACT 1993 - SECT 68AA)

These insurance requirements will be mandatory for all trustees of 
APRA regulated superannuation funds by 1 January 2014. 

SMSF and insurance
Trustees of a self-managed superannuation fund (SMSF) must also 
have investment strategy that addresses insurance for each member 
of the fund. This does not make insurance mandatory, but it forces 
the trustee to review the insurance requirements on a regular basis 
(ie – annually) for each member (section 4.09 (2(e)) Superannuation 
Industry (Supervision) Regulations 1994). This requirement was 
enacted on August 7, 2012.  

Trustees will need to determine if it is appropriate for an indi-
vidual member to have: all their insurance inside superannuation, 
all of their insurance outside superannuation, some insurance inside 
superannuation and some insurance outside superannuation or no 
insurance at all. In making this decision, a trustee will need to take 
into consideration: cost of premiums, tax deductibility of premiums, 
taxation of benefits, liabilities of the individual member, age of the 
individual member, and conditions of release. These considerations 
will need to be documented on a regular basis. As the trustees of 
the SMSF are also the members of the SMSF, it should be relatively 
straightforward for each trustee to ensure that appropriate insurance 
strategies are addressed for the respective members.  

Insurance definitions with Superannuation
A regulated superannuation fund (APRA regulated or ATO regu-
lated) may only provide an insured benefit to a member who joins 
after July 1, 2014 that satisfies a condition of release under Schedule 
1 of the Superannuation Industry Supervision Regulations:
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Further reading

Trustees of an 
SMSF must have an 
investment strategy 
that addresses 
insurance for each 
member of the fund.

Insurance

Temporary incapacity (income protection) has a num-
ber of provisions that must be complied with.   

Temporary incapacity is defined as a non-commuta-
ble income stream cashed from the regulated superan-
nuation fund for the purpose of continuing (in whole or 
part) the gain or reward which the member was receiving 
before the temporary incapacity and a period not exceed-
ing the period of incapacity from employment of the kind 
engaged in immediately before the temporary incapacity. 

When each of the definitions are analysed, this cre-
ates more questions.  "Non-commutable income stream" 
means a benefit that cannot be commuted, is paid at 
least monthly, does not have a residual capital value and 
is such that the total amount paid each month is fixed 
or varies only for the purpose of complying with the 
Act and these regulation and during any period of 12 
months. In this case, the rate can’t exceed 5% per an-
num or the rate of increase in the last Consumer Price 
Index (All Capital Cities) for a quarter to be published by 
the Australian Statistician before the end of that period 
of 12 months compared with the Consumer Price Index 
(All Capital Cities) published for the same quarter in the 
preceding year. 

 "Temporary incapacity" , in relation to a member 
who has ceased to be gainfully employed (including 
a member who has ceased temporarily to receive any 
gain or reward under a continuing arrangement for the 
member to be gainfully employed), means ill-health 
(whether physical or mental) that caused the member 
to cease to be gainfully employed but does not consti-
tute permanent incapacity. 

 "Gainfully employed" means employed or self-em-
ployed for gain or reward in any business, trade, pro-
fession, vocation, calling, occupation or employment
Over what period of time should a trustee calculate the 

“gain or reward which the member was receiving before 
the temporary incapacity”? (Schedule 1 – Item 109 – Part 
(a)) The standard in the life industry normally calculates 
pre-disability income over 12 months immediately prior 
to temporary incapacity (or alternatively as the best 12 
months over a longer period of time). Pre-disability in-
come is not defined in superannuation legislation (Act 
or Regulations). Thus, the “gain or reward the member 
was receiving before the temporary incapacity” may be 
interpreted as the income the member received the day, 
week, month or year prior to temporary incapacity. Since 
there is no clarification, ambiguity exists. The problem is 
that if the client is unemployed, on sabbatical, on mater-
nity leave, or a homemaker and not earning an income, 
then they may not be entitled to any benefits from the su-
per fund even if they have been paying premiums for the 
cover.  Hopefully guidance will be provided by APRA on 
this important issue.

Benefits must be paid at least monthly as a non-com-
mutable income stream (ie, not a lump sum). A member 
would not be eligible for temporary incapacity benefits 

 Death (Item 102)
 Terminal Illness (item 102A)
 Permanent Incapacity (Item 103)
 Temporary Incapacity (Item 109) 
Let’s examine each of these individually. 
Death is not defined within superannuation legisla-

tion. It is anticipated that in order to qualify for this ben-
efit, that a member’s beneficiary will need to provide a 
Death Certificate issued by a relevant registering author-
ity where the death took place.

A terminal medical condition (terminal illness) exists 
in relation to a person at a particular time if the following 
circumstances exist:

(a)  Two registered medical practitioners have certi-
fied, jointly or separately, that the person suffers from an 
illness, or has incurred an injury, that is likely to result in 
the death of the person within a period (the certification 
period ) that ends not more than 12 months after the date 
of the certification;  

(b)  At least one of the registered medical practitioners 
is a specialist practicing in an area related to the illness or 
injury suffered by the person; 

(c)  For each of the certificates, the certification period 
has not ended. (Superannuation Industry (Supervision) 
Regulations 1994 - Reg 6.01a) 

This definition of terminal illness is consistent with 
current industry practice and should not be difficult for 
either trustees or insurance companies to comply with. 

Permanent incapacity will now be defined as “a mem-
ber of a superannuation fund or an approved deposit 
fund is taken to be suffering permanent incapacity if a 
trustee of the fund is reasonably satisfied that the mem-
ber’s ill-health (whether physical or mental) makes it 
unlikely that the member will engage in gainful employ-
ment for which the member is reasonably qualified by 
education, training or experience.” (Superannuation 
Industry (Supervision) Regulations 1994 - Reg 1.03c.)

There are two primary impacts of this more restric-
tive definition of permanent incapacity. Own occupation 
will be prohibited for any new insurance cover issued to 
a member after 1 July 2014. The second impact is that 
any other “ancillary benefit” such as loss of limbs or 
sight, loss of independent existence, inability to perform 
activities of daily work, or inability to perform activities 
of daily living, for any new insurance cover issued to a 
member after 1 July 2014 will need to meet the additional 
criteria that “the member's ill-health (whether physical 
or mental) makes it unlikely that the member will engage 
in gainful employment for which the member is reason-
ably qualified by education, training or experience”.  In-
surance that does not meet the second criteria, will not 
align with a condition of release. 

Trauma insurance meets no immediate condition of 
release post July 1, 2014, and subsequently any new poli-
cies will be prohibited within superannuation after this 
date. 
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Insurance

if they are receiving sick leave benefits, as this normally 
replaces 100% of pre-disability income. 

As benefits can only be paid for the period of inca-
pacity, certain ancillary benefits paid via superannuation 
may be prohibited. Critical illness or specified injury 
benefits that pay a predetermined monthly benefit (3x 
or 6x) when a person suffers an injury (broken bones) or 
illness (heart attack, cancer, stroke, etc) may be in excess 
of the period of incapacity (Schedule 1 – Item 109 – Part 
(b)). It is likely that ancillary benefits will be prohibited 
if there is any possibility that any member could return 
to work prior the period of incapacity that had been paid 
in advance.  

Ambiguity also exists regarding the payment of partial 
disablement payments from superannuation. 

In the past, APRA stated that partial disability pay-
ments from superannuation were permitted (APRA 
–Superannuation Circular No.I.C.2– Payment Stand-
ards for Regulated Superannuation Funds –Page 17). 
But the previous Circular has now been superseded and 
ambiguity exists regarding partial disablement payments 
(APRA – Prudential Practice Guide – SPG 250 – In-
surance in Superannuation). Partial payments should 
be permitted, provided that the total payments made to 
a member from a combination of temporary incapacity 
benefits from the superannuation fund and any gain or 
reward from the employer is less than the pre-disability 
income that the member was earning prior to the disable-
ment that caused the temporary incapacity. However, the 
definition of a “non-commutable income stream” states 
that the monthly benefit must be “fixed” and can only 
vary due to annual indexation. Hopefully APRA will re-
affirm their pre-July 2013 stance on this issue.  

Under the current superannuation regulations, tem-
porary incapacity benefits must cease if the member is 
permanently incapacitated. If this is strictly enforced, 
then benefit periods to age 65 will become redundant. As 
an alternative, if a member becomes permanently inca-
pacitated, then the temporary incapacity benefits should 
continue to be paid from the insurance company to the 
trustee. The benefits will get credited to the members 
account, and may then meet a condition of release un-
der permanent incapacity (SIS Regs – Schedule 1 – Item 
103). If this is the case, then the insurance proceeds can 
be released as either a lump sum or superannuation dis-
ability pension under the permanent incapacity condi-
tion of release. 

It should be noted that any existing insurance arrange-
ments in superannuation for existing members that was 
in place prior to July 1, 2014, will be “grandfathered” and 
are permitted. 

Summary
Existing members of superannuation funds may retain 

existing insurance benefits. Grandfathering only applies 
where the member has taken out cover prior to July 1, 
2014. From July 2014, any new members may only be 
provided with SIS Act compliant insurance benefits. 
SMSF trustees must now consider the appropriateness 
of life insurance for each member of their fund. MySuper 
members will have default levels of life and TPD insur-
ance, although it is quite low. fs
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