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Income protection (or salary continuance) insurance pays you a monthly amount when you are unable
to work due to illness or injury. Many policies will pay up to 75% of your salary.
The purpose of income protection insurance is to provide you with a regular income to use to meet your
expenses, which will then allow you to focus on your recovery. Income protection policies are very
flexible and range from basic cover through to policies that provide home care benefits. Your financial
adviser can help determine the appropriate policy for your needs.

How much will I receive?
Most income protection policies pay up to 75% of your salary, although some will cover more. Some
policies allow you to cover your Superannuation Guarantee Contributions (SGC) as well. The policy
covers 75% of your salary and not the full amount to provide you with an incentive to return to work.

How long before I get the money?
Most insurance policies offer a waiting period of between 14 days and 2 years before benefits become
payable. You need to be aware, however, that most income protection policies pay in arrears. This
means if you have a policy with a 30-day waiting period, you will not receive an income payment until
day 60.
If you increase your waiting period from 30 days to 90 days, which will decrease the premium that is
payable, you will have to fund living expenses for an additional 60 days. If you have a large amount of
sick or annual leave, this can be used to fund your living needs during the waiting period, but if you
don’t have a large amount of leave or a cash reserve, you should think carefully before increasing your
waiting period.
Some policies contain an accident option which reduces the waiting period for an accident, but not an
illness. This reduces the waiting period to 4 days and may back-pay the benefit from the time you first
consult a doctor. In real time this can often mean you get your first payment in 30 days from the time
you saw the doctor following the accident.

How long will it keep paying me?
The amount of time for which you receive the income payments is known as the benefit period. The
most common benefit periods are 2 and 5 years, or you may make arrangements to have benefits
payable to age 55, 60 or 65.
While it may be tempting to take the shortest benefit period, you need to consider what you would do if
you were seriously injured and were unable to go back to work. By using a combination of insurances,
you may be able to overcome this issue.
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Do I pay tax on the money?
Yes, the Australian Tax Office (ATO) sees this money as personal income, and therefore it will need to
be declared in your tax return. It will be taxed according to your marginal tax rate.
The good news is that your premium is generally tax-deductible. It is therefore important that you inform
your accountant of the premiums so they can be included in your income tax return.

What about my compulsory super
contributions?
Many people forget that if they were to lose their salary they would also lose their employer’s
contributions to their super.
Some policies allow you to insure your super contributions as well to reduce the impact on your
retirement savings.

Basic versus Optional Extras
For an additional premium, insurance companies generally offer a range of additional extras on top of
your basic cover. This allows you to choose the features and benefits that you consider to be of
additional value. In many cases there are significant benefits to be gained in considering the more
comprehensive cover. Optional extras will increase the cost of your personal insurance cover.

Indemnity versus Agreed Value
You are able to apply for either an “agreed” value or an “indemnity” contract.
An agreed value contract usually means that the monthly amount stated in your policy will be the
amount that you will receive if you make a claim. If your income were to decrease then you would still
receive the higher amount stated in your policy, but if your income were to increase, you will receive the
agreed amount. This option provides greater certainty at claim time.
An indemnity contract means the monthly payment will be determined at the time of the claim, and is
usually based on your average income over the twelve months prior to the claim.
If your income were to decrease over time you are likely to receive the reduced amount, but if your
income were to increase, it is likely you would receive a higher amount.

Definition of Disabilities
There are two main ways the insurers determine your disability, total or partial disability. The three main
characteristics used to determine the disability includes:



“Hours based” policies. These policies pay benefits if you are unable to perform your regular
duties, but will still allow you to work up to 10 hours per week without reducing the income
received.



“Duties based” policies. These policies pay benefits if you are unable to perform one or more of the
regular duties of your own regular occupation.



“Loss of income based” policies. These policies pay benefits if you suffer a loss of the majority of
your income (usually 80%) as a direct result of your illness or injury.

It’s important that you discuss the most suitable policy with your financial adviser. For example, a selfemployed business person may be better with an hours based policy as it allows them to monitor and
take part in their business for up to 10 hours per week, if they are able to do so.

Example – Benefit of Income Protection
Greg and Jan are both teachers, with 2 children at school. They have a mortgage they are in the
process of paying off. They are living comfortably off both their incomes, but would struggle if this was
reduced to just one income.

Income protection insurance

Jan is hit by a car while cycling and is unable to work for 9 months. Fortunately Greg and Jan had seen
their financial adviser who had recommended income protection insurance for them both. This meant
that Jan received 75% of her salary and this allowed the family to focus fully on her treatment and
recovery and not on having to find money to pay the bills.

Can I have Income Protection through Super?
Yes. Your super fund is able to offer income protection and this may be referred to as salary
continuance insurance. Similar to owning an insurance policy under your own name, income protection
inside super can also provide a regular income in the event you make a claim. You will still be required
to nominate a waiting period and benefit period, however a key difference is the definition and features
of the policy.
You need to be aware that tax will be payable on the insurance proceeds if paid through super, similar
to if you were paid the benefit outside super.
In addition, you need to be aware of the policy definition when holding income protection through super.
This is because an income protection payment can only be released by the super fund if the
“Temporary Incapacity” definition has been met.
The super laws have changed that any new insurance policies you hold through super are only offered
with conditions that allow you to access your benefit in the event of claim. Under the old rules,
insurance policies could be offered where the insurance company would pay the money into your super
account in the event of a claim, but you were then unable to access your super until reaching
preservation age or retirement.
Your financial adviser can provide advice in regard to your personal situation.
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